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MEMORANDUM FOR: 


SUBJECT : Multinational Corporations and 
Developing Countries 


1. Per your phone request of 4 September 1975, we 
have made a quick search of the literature on multinational 
corporations (MNCs). We believe that the four items enclosed 
provide the information you desire. The first enclosure 
is a brief tabulation of our judgement as to the probable 


economic effects of MNCs on 1 veloped host countries. 
The second is a study done by of our office. 
The third is an excerpt from Dr. n non's book on 


MNCs, and the fourth is an Beceoe from a United Nations 
study. 


2. We pelieve that these three enclosures present 
a balanced look at the impact of MNCs. [ istudy 
looks at the theoretical impact of MNCs on all host countries, 


both developed and developing. The latter two deal specifically 
with the impact of MNCs on LDCs. Dr. Vernon's book probably 


‘has a slight bias toward the favorable effect of MNC; the 


UN study is biased somewhat in the opposite direction. 


3. If ee have further questions, please call Mr. 
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“ SUMMARY OF PROBABLE 
: EFFECTS BY MNCs 
: ON HOST COUNTRIES 
Area of Impact Direction of Effect 
_ Employment ; Positive 
Income Level Positive 
Tax Revenues Positive 
Balance of Payments Positive at first 


but possible 
negative in 
later years 
(except for 


eo investments in 
7 resource extrac- 
tion) 
Income Distribution Negative 
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Is | The Multinational Spread | 


The Harvara aiuitinational Enterprise Series 


EDITED BY RAYMOND VERNON ; O yf US. Enterprises = 2 


Sovereignty at Bay: The Miltinational Sere: £ of U.S. Enterprises 
RAYMOND VERNON 


Managing the Multinationel Enterprise (forthcoming) BY 
JOHN M. STC FORD and LOUIS T. WELLS, JR. 


Money in the Multinati nal Enterprise: A Study of Financial Policy R AY M O N D V E R N O IN 


(forti.zoming) 
SIDNEY ROBBINS, DANIEL M. SCHYDLOWSKY, and ROBERT B. STOBAUGH 


Scientists and Salesn en: The Multinational Spread of the U.S. 


Pharmaceutical Industry (forthcoming) 
LAWRENCE H. WORTZEL 


BASIC BOOKS, INC. 
Publishers 
NEW YORK / LONDON 
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The Less-Developed Areas 


The cighty or so icss-developed countrics of the orld come in 
all shapes and sizes, and their cultural and historical back- 
grounds present extraordinary varicty. Nevertheless, the stand- 
ards by which they are prone to judge the effects of investment 

‘ by niultinational entcrpriscs have a striking uniformity. What is 

; more, the standards are not unlike those that the more ad- 

vanced host countrics tend to apply; the differences are largely 
those of emphasis. Those differences in emphasis, however, 
can produce spectacularly different judgments regarding the 
effects of the enterprises. 


a THE MOBILIZATION OF RESOURCES 

7 If the resource transfer of U.S.-owned multinational enter- 

: : prises to the less-developed countries were measured simply 

in terms of long-term capital movements, the activities of these 
enterprises would be counted as only marginally important in 
the less-developed world. The direct investment flow from the 
United States to the less-developed areas during the 1960s, for 
instance, came to less than $1 billion annually. This is a 
modest sum when compared with such yardsticks as annual 
gross capital formation in the less-devcloped countries, amount- 
ine to about $35 billion in the middle of the decade, or 

. annual international resource flows to these countries of about 
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National Hconomic Consequences 


$12 billion. But these foreign-owned subsidiaries were much 
more than condui:; for foreign capital; they were mobifizers 
of fecal reso recs, as well as collectors and Orgenizers of 
people and information. For less-develored economics, where 
local institutions for the motitizetion of rescurces were gen- 
erally not very strong, this function had a Significance all its 
own. 

The degree of mobilization of resources by U.S.-owned sub- 
sidiarics is suggested by the fac. that for every dollar of capital 
transferred from the United States to these subsidiaries in the 
less-developed countries, about $+ more of capital were col- 
lected by the subsidiaries from other so srces, including sources 


“internal to the less-developed areas.*® While che subsidiaries 


employed about 26,000 U.S. nationals, they also had 3 million 
or so locally recruited employees." ‘5 usual, however, the 
intangibles are probably the most imp stant assets of all: in- 
formation on production and marketing techniques; a commit- 
ment to the creation of a local organization; a capacity, effi- 
cient or otherwise, to search out needed inputs in the local 
economy or abroad. 

In theory, the imp: :t of these subsidiaries could be measured 
by the economic yardstick of relative productivity. In practice, 
it is next to impossible to find a statistical basis that allows a 
plausible comparison to be inade. Local competitors are some- 
times prepared to agree—indeed, to insist—that the productivity 
of forcign-cwned subsidiaries exceeds their own. But in explain- 
ing the difference they ~2nd to stres- sucl. factors as the foreign 
subsidiary's access to ¢ edit or its use of well-established trade 
names.* Thee factors, they aréue, lead to higher sales and less 
variable sale. than those of the tocal compctition, thereby making 

* Consistent sit't this view és evidence in W. J. Bilkey, Industrial Stimulation 
(Lexington, Mass.: Heath Lexington Books, 1970) p. 172. Bilkey demonstrates 
that in EI Salvador the obstacles perceived by loca! entrepreneurs and those 
perceived by foreign-owned enterprises, when contemplating the expansion of 
production, were quite different. The local firms were widely concerned about 


the availability of credit, whereas the foreign-owned firms were much Iess 
concerned on that score. 
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SOVEREIGNTY AT BAY National Economic Consequences 
for lower unit costs. This issuc, therefore, sits in limbo until impact."" The balance-of-payments estimates, shown in Table 
better figures can be produced. There are other fundamental 5-2, prove stiikingiy different from the popular generalizations 
issues, however, on which more can be said. One of these is the on the subject. They offer only slight encouracement to the 
baience-of- payments impact of a fercign-owned subsidiary. school that secs forcigners’ divect investments as the answer to a 
the forcign exchange shiortug-s of these courtrics, And they 
E BALANCE-OF-PAYMENTS EFFECTS offer no comfor. at all to the school that sees foreign direct 
: The balance-of-payments issue is far more important for the investment as a balance-of-payments drain. 
less-developed areas than for the advanced countries. In the In model A, it will be remembered, the U.S. investor is e 
advanced countries, the need for foreign exchange varies con- assumed to have a free choice in deciding whether to serve Fs, 


at 


ae ee 


i 


siderably according to countrics and to periods. For the less- 
developed areas, however, foreign exchange is widely regarded 
as a scarce resource that chronically inhibits growth. 

The prevailing view in developing countries is that forcign- 
owned subsidiaries decapitalize the country that plays host to 
them; their opersiions are said on balance to reduce the 
supply of funds available for investment in the country and to 
burden the national balance of payments. The demonstration 
is simple enough: From 1960 to 1968, when approximately 
SI billion of fresh capital was being transferred annually to 
U.S.-controlled subsidiaries in the iess-developed areas, ap- 
proximately $2.5 billion was being withdrawn annually in the 
form of income alone.?* If withdrawals in the form of royalties 
and of the overpricing of intermediate goods were added, the 
figure would be still larger. The case for the decapitalization 
thoi threfore, may seem fairly vigorous. 

Fiewever, it takes only a moment's reflection to realize that 
figures of this sort are quite misleading, at Icast to the extent 
that they purport to measure balance-of-payments impact. 
Implicitly. the figures assume that the only balance-of-payments 
effect of the foreign-owned subsidiaries’ operations is capital 
inflows and remission outflows. In.reality, as was noted earlier, 
the presence of the foreign-owned subsidiary has an impact on 
every item in the balance-of-payments accounts. 


., ‘The Treasury Departmen. study throws some light on that 
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his market by means of a local subsidiary. In Latin America, 
his decision to invest in such a sul sidiary is seen as generating 
a small positive payments balance for tae host country during 
the first year after the investment, and z Slightly larger positive 
balance during the tenth year. In other less developed areas, 
the positive results are somewhat larger However, this positive 
outcome comes mainly from the assum dtion in the model that 
the effect of the investment is to displace imports from the 
United States with local production. In model B, where this 
assumption is absent, investment in Latin America loses 
foreign exchange for the host country, whereas in other less- 
deveioped areas there is a gain of foreign exchange.* 

The main point of interest to be extracted from the two 
models is that the profits, ruyalties, and fees paid to the U.S. 
parent turn out to be much less important in determining the 
net balance-of-paymeats influence of the U.S. investment than 
does the impurt-substitu'ing assumption. f 


* The models fail to deal explicitly with the case in which the investment 
would be undertaken by another foreign enterprise if it had not been undertaken 
by a ULS. enters; .ise. The results of such a calculation would Presumably come 
close to model B, however. ° 

t There is a real quesiion whether the Profits and royalties ficures are 
accurately reflected in the able. Subsidiaries are Hol required io pay for the 
services of parcnts in some cases. In others, high transfer prices on imports 
from the parent or affiliates may reduce local profits. In that case, the elevated 


Prices would be captured in the import data, but the offset would not be perfect, 
Owing to tax effects. 
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TABLE 5-2 
Two Models of Balance-of-payments Impact on Less-de.<loped 
Counirics fram Trensections with the Uniied States 
Associated vtth 87.09 of Direct Investment 
in U. S.-conireiied Monutacturing Subsidiaries 
(based on dsta af tne early 72603) 


IMPACT ON AREAS 
OUTSIDE CANADA, 


IMPACT ON EUROPE, AND 
LATIN AMERICA LATIN AMERICA 
(IN U.S. CENTS) 


41N U.S. CENTS) 


wlodel A: The free choice 
investment? 
Income, royalties, fees 
to United States -5.4 ~9.0 —10.2 -23.0 
Net repiacement of 
imports from 
United States 437.4 +625 484.1 +190.5 
Other trade effects 
with United 
States 7 -19.3 —32.3 --18.9 —43.0 
Total effects with . 
United States 412.7 421.2 +550 +1245 


Model B: The defensive 
investment? 
‘ Inceme, royalties, fees 
cea to Uniied States -54 -9.0 ~10.2 —23.0 
Net replacement of 
imports from * 
United States 75 -126 +22.5 +51.0 
Other trade effects 
vath United 


oat ee 


Srares +29 +49 -3.0 -6.7 
Torat effects with 
United States -10.0 --16.7 493 #21.3 


Total sales by subsidiaries 92.0 154.0 111.0 251.3 


3See the text, p. 164, for the differences in the assumptions embodied in 
the models. 
Source: G. C. Hufdauer and F. M. Adler, U.S. Treasury Department, Overseas 
Manufacturing Investment and the Balance of Payments (Washington, D.C.: 
“.Government Printing Office, 1968), pp. 66-63, tables 5-1, 5-3, 5-5, and 5-7. 
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National Economic Conscquerzes 


To what extent, then, docs U.S.-controlled investment in 


4, ae ge . ° . . . 
_ Subsidiaries iv the 'ess-devcloped countries conizibute to im- 


port substituien? There can be no serivus doubt that the 
import-substituting effect exists and no substantial hope that 
the cflect can be clerely quantified. Al one cian say is that, 
where such inv-stment takes place, the effect is probably to 
accclerate the shift from exports to local production; that the 
acceleration is probably more pronounced for large countries 
than for small,*’ more proncanced for advanced industries 
than for simple ones.*! A corollary of tnis conclusion is that 
newly establislicd subsidiaries are more iikely to generate im- 
port-substituting cficcts than subsidiaries. of long standing, espe- 
cially if the subsidiarics have not been assiduous in rolling 
over their products or processes. The truth about import sub- 
Stitution, therefore, probably varies frem country to country, 
while lying well away from the extren = assumptions of either 
mods! , 

For all the complexity of analytical structures such as the 
Treasury model, they do not even purport to deal with the 
eficcts that operate though the impact of such investments on 
productivity and prices. The characteristic trigger for foreign 
direct investment in manufacturing facilitics in the less-devel- 
oped cconomies is a decision of the country to shut off in; >rts 
and raise the domestic price level of the products concerned. 
The resulting rise in price level necd not always be large; in a 
few countrics governments have tried to be judicious in the 
selection of industries or proiection. Still, there is considerable 
evidence in many less- levcloped economies that the institution 
of import-svbstituting industrializatior has helped to elevate 
the ievel of internal prices and cumulatively to overvalue the 
nation’s currercy.*? The effect of this process is eventually to 
place a damper on exports, as internal prices rise and as the 
external value of the currency lags in its adjustment to those 
internal changes. To the extent that foreign-owned subsidiaries 
have contributed to the process of import substitution, part of 


1 175 


etapa iE erties tne et = a . Seale aoe td 


senurncermmg 
Approved For Release 2004/1 0/28 : Cla: 8DP86T00608R000600050001- 1. 


+ + arene ecmemm int atapat Se mame rete ents sanetenemenemeagaet Attia ssi etna ht sper ataAl REHEAT ORE RARE Wel, FerK AUNORATRE NeNE 
: E ’ y tn en ot 


EET NRT mene cet ne a a ee 


s 


SOVEREIGNTY AT BAY 


the resulting impact on the balance of payments is ‘to be 
attributed to them.* : 

A’secend fictor that can exert its force in the balance-of- 
payments calculations run. in just the eppesite direction. The 
CHect ef the industriclication process to which the forcign- 

wned subsidiary has contributed is eventually to increase the 
productivity of the factors of the country, whether’ through 
scale and acslomeration effects, capital accumulaticn. or the 
upgrading of the labor force. This factor in time could express 
itself in a lower—not a higher—price level in the less- 
eveloped country than would otherwise have prevailed. A 


lower price Jevei could mean a higher volume of exports; if. 


this were the result, it could easily swamp other balance-of- 
payments effects. Indeed, as ebserved in Chapter 1, the shift in 
emphasis from impouzt replacement to export development is 
already in full swing in some less-developed countries, and 
farsi -n-owned manufacturing subsidiaries are playing a leading 
role in the change. It is a commentary on the dynamic charac- 
ter of developments in this field that the study summarized in 
Table 5-2, based on the conditions of the early 1960s, barely 
acknowledges the jossibility of manufactured goods. exports 
by subsidiaries from the less-developed areas.t 

The problems of estimating the balance-of-payments impact 
of U.S.-centrolled enterprises in the less-developed areas, diffi- 
cult encuzh in the manufacturing industries, have proven even 
more complex with respect to investments in raw materials. AS 
has been emphasized repeatedly in carlier chapters, a con- 
siderable part of the output of raw materials in the less-devel- 


"In the pure case ef model P, the price effect of the forcign investment. 


might be counted as benign, because the ultzrnative to the for-igner’s invest- 
ment is assumed to be an mvestment by local producers. 

¥ The characteristic slowress to recognize the development is even more 
pointedly illustrated in Keith Griffin, Uuderdevelopment in Spanish America 
(London: Alien & Unwin, 1969), pp. 220-244, where the extreme difficulty of 
developing manufactured caports from Latin America to the advanced coun- 
Uies ts eloquently argued. 
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National Economie Conseque:.ces 


oped countries finds its way into the marketing and fabricating 
facilitics of U.S.-ccatrolled multinational enterprises. As far as 
the host ccuniries arc concerned, it is hard to place a value on 
this downsircam tic, Would ine product be marketable if these 
facilities were withdrawn. und if so at what piice? In products 
such as bauxite, the cffort to estimate the recovery value of the 
product is thwarted by the absence of a free market of any 
Significant size; in products such as oil and copper, by the 
imperfect nature of the marl.ct that exists. Because of the 
oligopolistic character of the market, the choice of raw material 
sources on the part of users is oly partly a question of cost. 
Exports depend perhaps as much on the desire of the multi- 
national enteiprises that use the matcriz!s to balance the conilict- 
ing demands of different host countries and to maintain diversified 
source. of supply. 

In the case of raw. materials prodt ced in tightly integrated 
industrics, the presumption is strong that U.S.-controlled in- 
vestment contributes ‘avorably to the balance-of-payments posi- 
ticn of the host country. It would be hard to doubt, for 
instance, that the balance-of-payment position of such countries 
as Saudi Arabia, Libya, Nigeria, and Venezucla has been 
helped by the activities of U.S.-controlled enterprises, as com- 
pared with any plausible alternative.3? But the kind of meticu- 
lous estimating approach implicit in models of the type de- 
scribed earlicr is obviously even more vulnerable here. Clearly, 
the model A type of assumption—that local production would 
not take place in the absence of the U.S.-owned enterprise— 
is too simplistic to b> very useful; so is the assumption of 
model B, that local production would inevitably take place 
Whether or not the foreign-owned investment occurred. Both 
models imp'y a restructuring on radically different lines of the 
industries producing raw materials. Price patterns would 


' change; tax effects would be shifted; efficiency levels would 


be altered; demand would be affected. In the case of raw 
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™aterials, even more than in that of manufactures, the failure 


to handle these issues explicitly would sharply limit the 
creditility of the model's predictions. 


> than the suspicion, that the worry of less-developed govern- 
ments is real, that is, that alternative’ arrangements extracting 
nore net beucfit from the existing pool of natural resources 
could be envieiged. But the question of articulating the 
essumed aternetives still remeins. We are, in short, back to : 
the usual quest‘on: “As compared with what?” ee 


Sull even in raw moeterial iadustries. one cannot alwuvs say 


thet the ofect of U.S. forcien dizeet investment is faserable in 
the long run to the payments position of less-developed areas. 
The sustained existence of large raw material industries in 


advantages provided by foreign-owned enterprises could just as 
well have been acquired by other arrangements, such as tech- 
nical assistance contracts, then it would be hard to say that the 
forcign suosidiary was making any more substantial contribu- 
tion to the enrichment of human skills in the country than the 
available alternatives. But the newer and more difficult the 
nature of ‘“e undertaking, the Iess likely it is that such al- 
ternatives will be available. 


Prises have been wasteful of natural resources relate to the 
role of the U.S. oil companies in Mexico during the period 
from the early 1920s until the time when their assets were 
Nationalized in 1938.35 During this period, so the allegation 
goes, the decline in Mexican oil production was owing in part 
to the wasteful cost-cutting Practices of the foreign-owned 
enterprises. Even in this case, however, the record is uncertain. © 
As usual, the question is whether any producer of oil, forcign 


or domestic, would have followed a policy of “creaming” the * This assertion, of course, begs such critical questions as whether radios or 
Mexican ficlds, given the decline in world demand at the time l automobiles or urban agelomerations are a “good thing” for less-developed 


A judgment of the relative enrichment effects of forcign- - ee 
some countrics tends to create an equilibrium rate of exchange owned enterprise on ‘.uman resources, like a judgment with 
that blights the possibility of competitive manufactured goods be regard to natural resources, car. only be based on a speculative oe 

3 exports and handicaps local import Substituting industrics.3# leap. That speculation carries the discussion back to a model ? 
So even here, one is reduced to equivocal statements about the ; that has become familiar throush reoctition in the earlier » * 
- _ long-run balance-of-payments effects of foreign direct invest- - , chapters. ae 
ment, ; As long as foreign-owned enterprises arc introducing prod- | 
ucts or processes that are new to less-developed arcas and that i 
THE STOCK OF PRODUCTIVE RESOURCES would otherwise not have been intreJuced, there is a hich 
Apart from balunce-of-payments effects, another Key question probability that such enterprises add to the capabilities and | 
tegarding the impact of U.S.-controlled multinational enter- Prcancivity et iaie Jabor and oP Halve eftects oS: : 
Prises in the less-developed countries has to do with their . controlled automobile enterprises in Latin America on local | 
effect on the countries’ resources. That question breaks down i isa aes man ubictrers, tor example, are fairly well eoct: [ 
2 into two parts: the effect on natural resources, and the effect eee eo nore eecaL-e Detwecn Woe meee a foreign i 
t ; , BS ‘ ae Ai . i 
on human resources. a private direct invest'aent and the rate of productivity growth } 
Perhaps th pets As: pate ; has been noted in the case of Argentina.2? Of course, if the { 
ps the most spectacular allegations that U.S. enter- i : i 
oon 
ta 
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; countries, as well as the related question whether the resources used in their 

and the appearance of cheaper sources cf oil elsewhere. One ; making might have been uszu to better social purpose. Answers to these critical 

"comes away from the question with the suspicion, but no more Bicchssar “18 frame of analysis of a different sort, dealt with briefly in a 
Sug Ga ees haw on Soe Fa eS ESS ce 


O28 


.. . @: 
Approved For Release 2004/10/28 : CIA:RbP86T00608R000600050001-1 


SOVEREIGNTY AT BAY 


After a new product or process has been introduced, how- 
ever, the usual decline in relative benefits probably scts in. The 
lonzer the enterprise @perates on its original technological and 
oreanizational base. tie less there is to be earned locally. What 

‘js more, the longer the enterprise eperates, the mere Frely it 
is that alternative means will exist for acquiring the necessary 
‘technology and organizational skills. In due course, the local 
personnel associated with the subsidiaries of foreign-owned 
enterprises, including employees and supplicrs, may be gaining 
very little in capability and productivity. 

At some stage, therefore—generally well after the forcign- 

- owned enterprise has been established in the less-developed 

““country—the question may arise whether the existence of the 
foreign-owned enterprise tends to stifle the development of 
human skills in the country more than it contributes to those 
skills. The prevailing assumption in some of the less-developed 
countries is that the formidable position of the foreign-owned 
enterprise tends to kill off the disposition of local entrepre- 
neurs to launch a competing business. even though they would 
be perfectly capable of operating the busincss cllicicntly.** 

On the face of it, this line of speculation looks plausible. 
If the argument has a weak link, it is to be found in the as- 

“sumption that foreign-owned enterprises in the less-developed 
country remain unchanged in character over any long period 
of time. In the more advanced industries, the assumptior is 
especially weak. Stimulated by opportunity or pushed by local 
government pressure, enterprises in such industries have com- 
monly responded by continually upgrading their technological 
and organizational contributions. On the other hand, in other 
lines of economic activity, especially in lines in which oligopoly 
rests on the establishment of distinctive brand names and on 
consumers’ preferences for such names, the change scems to 
have been slower and the risk of stifling local entrepreneur- 
ship commensurately greater. 
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DEPENDENCE AND DISTORTION 

Practically all countries that harbor the subsidiaries of mui- 
Wnaticnal enterpriscs suffer from ns sense ef dependence, a 
seuse that is nurtured by the assumpiton uhat these enterprises 
may have extensive geographical options and that the exercise 
of these options could casily affect the local economy. Though 
the point may hardly seem to necd repeating, this sense is 
especially acute in the less-dev:loped countries because of their 
relative size and their relative reliance on foreign-controlled 
raw material exporters. The history of raw matcrial exploita- 
tion, as is well known, is filled with cases in which those op- 
tions were ex: rcised.? Yl 

The economic concerns of less-devcloped countries, however, 
involve not only the familiar issues of dependence but also a 
group of issues that commonly go ur ser the heading of “dis- 
tortions.” For instance, because those enterprises have their 
origins in the advanced countries, the assumption is that they 
are most at home with a certain kind of technology—a tech- 
nology bascd on large scale, on cheap capital, and on rela- 
tively expensive Jaber.4° This kind of orientation is thought to 
produce various harmful effects on the cconomies of the less- 
devcloped countries.*" One of these is the misuse of ivcal re- 
sources—misuse in the seasc that too much capital and too 
little labor are used, given the relative price and supply of 
those loca! factors.*? 

The actual facts ar>, as usual, obscure. There are no com- 
prehensive data or tie degree to which multinational enter- 
prises adapt their production processes to the conditions of 
less-develoj ed countries, and scarcely any data at all on the 
comparative “daptive actions of local competitors. The pro- 
longed debate among economists over factor reversals in the 


application of production processes in different countries has . 


left behind a litter of conflicting and half-documented views.*? 
To the extent that data exist at the individual enterprise level, 
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they suggest that in some cases a considcrable amount. of 
adaptation actually docs take place in multinational enterprises 
as they move their preducts and processes across international 
beundarics inte fess-d sv cloped areas.! 

Tras is ct to say that many aoe ciicrprises ap- 
proach the question of an appropriate technology with a totally 
clean slate. Sew ask: if we were beginning from ground zcro, 
how best would we preduce in less-developed areas, given the 
differences in scale, factor costs, and reliability of supplies. 
Still, some adaptation occurs as enterprises respond to the ob- 
vious environmental differences. Following the casiest path, 
some enterprises have been known to fall back on the use of 
a product or process that they had outgrown in their more 
advanced markets. Adjustments of this sort gencrally move the 
enterprise toward processes that are appropriate to a smaller 
scale of output und to more labor-intensive methods. Of course, 
when niultinational enterprises take this step, d desirable though 
it may be, they court the risk of being charged with dumping 
second-hand machinery or obsolete products on the Iess-de- 
veloped host economy.* 

Fhe propensity of different enterprises to adapt their tech- 
‘nology may well be accidental in part, depending on the ex- 
perience and knowledge of the production men involved. But 
there is some evidence that the propensity is not wholly idio- 
syncratic. According to one of the very few studies on the sub- 
ject, the degree of adaptation depends partly on the strateg 


these enterprises are pursuing.*S U.S.-controlied multinational ~ 


enterprises that think of their market position as being based 
on product quality are loath to experiment with changes in 


their production processes, whereas enterprises that think of © 


* Thre tendency of subsidiaries of U.S. enterprises in Mexico and Puerto 
Rico to use secend-hand equipment was quite strong during the early 1960s; 
see W. P. Strassmann, Technological Change and Economic Development 
(Ithaca: Cornell University Press, 1968), p. 208. But the choice seemed 
sensitive to the nature of the manufacturing process, and the available data 
were not sufficient to control for that variable. 
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their market positions as being dependent main!y on cost and 
price consideratio::s are more prepared to make such changcs. 
The same study suggests that adaptaticn is Jess likely to occur 
if preduction costs ere @ smail part of the total sale price (as 
in pha imaceuticals) thon if production costs are a large part 
of price (as in sewing machines). When management is scarce 
and overburdened, as it commonly is, first things come first. 


When foreign-owned subsidiarics are unwilling te shift from - 


capital-intensive to labor-inteasive processes, that unwilling- 
ness is sometimes owing to a quite rational evaluation of the 
consequences of shifting, rather than to ignorance and indiffer- 
ence regarding the advantages of shift."? Sometimes, to be sure, 
a rationality that produces good results in private terms gen- 
erates bad results by social yardsticks. When labor is unreliable 
and inefficient because of discase and malnutrition, it may be 
socially harmful to avoid its use. 

Al other times, however, the criteria for the private decision 
and the social decision are quite compafible. Cases can be 
found, for instance, in which engincers have deliberately de- 
signed plants and products for use in less-developed arcas in 
such a way as to 2nsure that the products met acceptable 
quality standards abroad, or in such a way as to avoid having 
to rely on types of local labor that are particularly scarce, 


such as maintenance specialists, supervisors, and inspectors.4?_ 


It may be, too, that production specialists are intuitively aware 
of what economists are just beginning to realize, namely, that 
when compared with the standards of more advanced coun- 


‘tries, Jabor im underd: veloped areas tends to be more efficient 


in activitics that are machine-paced than in those that are not.*8 
Even when labor's efficiency has not been adversely affected by 
labor-intensive methods, rational decision-makers have had 
to consider whether such methods afect’the length of the 


- production cycle and hence the inventory costs of the process. 


In sum, though the assumption that labor-intensive methods 
are economic in labor-surplus societics may be a good starting 
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point for generalization, it requires all sorts of careful qualifi- 
cation; and the qualification is necessary whether the judgment 
is madocen the busis of sucial criteria or private criteria. 
The i-sne of factor uses and preperiions has impications 
nat only for cliicieney and growih but aio for welfare and 
equity. Stated in the form of a narrow economic question, the 
issue is posed in terms of income and distribution: How are 
~ the income rewards of development being shared? 


In many countrics, including India, Pakistan, Colombia, ~ 


Mexico, Brazil, and Chile, the development of the economy has 

“gone hand in hand with the growth of government employees 
.and of a new class of wage earners. salaried employees, and 
Managers associated with modern industry and commerce. If 

“teo much capital and too litde labor are being uscd in these 
countries, then the class associated with modern activities reaps 
more of the rewards than it ought 10. And if they are sharing 
in ihe fureign investors monopoly rents by means of partner- 
ships in the foreign-owned enterprises, then the inequitics of 
income distribution are greater still. The linkage between those 
that have benefited from modern economic activities and the 
presence of foreign-owned subsidiaries has been made particu- 
larly explicit among intellectuals in Latin America? 

The issue is real; the question of measurement is something 
else again. Data on income distribution in the less-developed 
countries for anv point in time leave something to be desired. 
Data that purport to measure trends over time are even more 
questionable.*” The few studies that have some basis for sta- 
tistical credibility readily confirm a fact that is all too painfully 
visible—the vast income disparities within the less-developed 
countries“! At the same time, they suggest the relatively rapid 
growth in the last decade or two of an upper-middle-income 
class in developing Latin American economies. The economic 
question that remains obscure is what would have happened 
to local income distribution in the absence of the forcign- 
owned subsidiarics. Only one thing can be said with reasonable 
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assurance regarding the operations of these subsidiaries: that 
they bave  proper.city for paying relatively high wages as com- 
pared with locally owned industry. But if this Propensity foes 
with a tendency to employ f2ss labor, the income di.tribution 
eficcts we uncenain, 

The concern over economic distortions created by forcign- 
owned subsidiaries has taken many forms. Advertising that 
stimulates the demand for any product can be thought of as 
a distortion. It is said to distcrt if it creates a preference for 
forcign over local products that are simiiar in character, creat- 
ing a basis by which the forcigner captures a monopoly rent. 
It is also regarded as distorting if it increases the aggregate 
demand for some products, especially for products that have 
an offensive connotation for the observer. The advertising of 
Coca-Cola or Ford, according to the vi:ws of some economists, 
generates distortion because it stimulc.es consumption without 
a welfare increase that they consider commensurate. Tales, real 
or otherwise, of triumphal campaigns for the sale of electric 
sewing machines among the unelectrificd villages of the Peru- 
vian altiplano confirm the worst suspicions of such econo- 
mists.°? But depend-nce and distortion are relative concepts. 
Dependence and distortion, as compared with what? 

Irrespective of the internal role of foreign-owned enterprises 
in the less-developed counirics, these countries are bound to 
rely heavily on the technology, the markets, and even the con- 
sumption zorms of outside nations. The tie is particularly strong 
because so-called moc zrnizing attitudes, such as the desire for 
more education, growl 1, and choice, as well as the willingness to 
save, ate commonly found closely linked with a desire for 
“modern” ¢o0ds.53 If the ecoromy is small, the reliance is likely 
to oe great; if the economy is committed to rapid growth, the re- 
liance may be greater still. Iran, now undisputed owner of her 
national oil reserves, is no Iess dependent on access to outside 
markets than she was in the days of Mossadegh, two decades 
earlier. Egypt. having purged itself of much of its foreign invest- 
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ment, still depends critcially on outside markets to find itsnecded - 
foreign exchange. The issue of dependence, therefore, may be as- \ 


sociated less with ihe question of foreign ownership than with the 
issuc of income. status. and power distribution inside the less-de- 
veloped countrics. This is Why economists whe profess to see 
M3jOr weverse efivcts from muhinational enterprises in the Tess 
developed countrics so commonly prescribe not only the curbing 
E of those enterprises but also major structural changes inside the 
less-developed economics. As many of them sce it, the curbing of : 


on oligopolist 


ES the multinational enterprise is a necessary but not a sufficient isa simple fun 
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Soverel mnty yw tye 


In a certain sense, the manifold operations of forcign-besed nvultinational 
corporations and their pervasive influence on the host country iy be regarded 
as a challenre to national sovereignty. The challenge has, morenver, economic, 
social, political and cultural dimensions which are frequently inseporable from 
one another. The tensions and conflicts thus generated are, likevise, the 
result of complex interaction between many agents in many area 


Se 
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Generally, the powerful multinational corporations possess 4 variety of 
options in response to governmental policies. This is particulerly so in the 
case of manufacturing affiliates for which locational advantages sre not rigidly 
determined. In contrast, affiliates involved in the field of natural resources 
have more limited locational options, since they are tied to the scurces of raw 
materials, and hence are more susceptible to governmental incentives or pressures. 


On the other hand, it is the operation of the multinational corporations 
in the field of raw materials which gives most immediacy to the issue of 
sovereignty, especially in developing countries. ‘The presence or multinational 
corporations in the extractive industries is highly visible; they om land in 


the host country and they make decisions involving the extraction of usually non- 
renewable natural resources. 


The principle of permanent sovereignty over natural resources, generally 
accepted by the international community, 8/ is raised when disputes arise over 
the control and distribution of benefits. Similarly, foreign plantations and 
land operations pose particularly sensitive issues of foreign intrusion. When 
nationalization is resorted to, the question of adequate compensaticn frequently 
arises. Ir some cases, attempts by multinational corporations tu seek better 
compensation through legal action and sanctions by governments ad financial 
institutions tend to escalate the conflict. 


6/ See, J.N. Behrman, Nationol Interests and Multinational cuterprise, 
op. cit. 


Y According to the Report of the Task Force on the Structure cf Canadian 
Industry, op. cit., "The tendency inherent in direct investment to shift decision- 
making power in the private sector outsicc anata, has on occasion josed serious 
problems for those responsible for formulating Canadian policy, and hs created 
widespread unease among Canadians as to the continuing viability co! Canada as an 
independent nation-state." 


8/ See General Assembly resolutions 525 (VI) of 12 January 1952, 626 (VII) 
of 21 December 1952, 1314 (XIII) of 12 December 1958, 1515 (XV) of 15 December 
1960; 1803 (XVII) of 14 December 1962, 2158 (XXI) of 25 November 1665 and 2692 
(XXV) of 11 December 1970; and General Principle Three, adopted at the first 
session of the United Nations Conference on Trade and Development (UNCTAD). 
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National ch,icctives and planning 


The issue of sovereignty is related to the ability of the host country 
to shape it.;.own objectives. These objectives may be explicitly formulated 
dn a nations clan. Differences in both scope and content between national 
ang corporite planning are sources of conflict. 9/ It is not certain whether 
affiliates or foreign multinational corporations will sacrifice essential 
needs cf the corporate global strategy in order to fulfil the requirements of 


the naticicl plan. For instance, where the focus of the national plan is on 
rural duvulcrnent, or on the treditt nal sector, multinational corporation 
operatioss r.:y concentrate on urban areas or on the modern sector. Where the 
national oi" aims at more equal distribution of income, the erfect of 


multinaticn»1 corporations may be to accentuate inequality. Where the creation 
of employm.1t is a major goal, the techniques and procnets introduced by the 
multinations). corporations may be largely labour-saving. Moreover, the creation 
of warts siilar to those of the developed serieties through u...>tising may 
create a pattern of consumption that is unfavourable to development. 


At the sue time, the difficulty of reconciling national and corporate 
objectives my be partly due to deficiencies in the nationa). plan. In wany 
cases, plans ftuil to provide adequate guidance for the activities of the private 
sector, whether domestic or multinational corporations. When plan objectives 
are clea.:ly crated and concrete measures are put into effect, multinational 
corporations «sy in fact be responsive to them. 10/ 


Pattern and »rocess of development 


Often it is not the divergency in explicit objectives but the subtle 
impact of +i nultinational corporation on the process and pattern of develop- 
ment that is the source of tensions and conflicts. 


To begin with, the operations of multinational corporations may be 
destructive ai the local economy. For instance, the introduction of machine- 
made goods oy contribute to net output but only at the expense of displacing 
nandicratt j:roducts. Although this is a common phenomenon in the process of 
modernize !ior, caused also by domestic enterprises, the ousting of local 
products ty the output of multinational corporations and the displacement of 
indigenous evtrepreneurs by foreigners pre highly visible and much resented. 


In contrast to the national private sector, managers of foreign 
corporaticns do not usually participate in the preparation of the plan, either 
because they sre not thought to share national aspirations or because they are 
not given !'\ authority by the parent company to commit it on essentiel issues. 


10/ According to Behrman, there is evidence that multinational corporations 
have in rors ahses responded favourably by locating in-depressed arcas, eof. 
Firestone, G..cdyear and Courtaulds settled in depressed areas of France. See, 
Wy United States International Business and Governments (New York, 
1971 ’ pe ioe : 
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yi On the other hand, when a multinat onal cerporation operates -in a more ' 

fe or less self-contained fashion, without any significant change in the old i 

Y 


order, as though an o1sis had been crea"ed in a desert, the question ordises as : 
to whether much benefit can be derived from the "enclave", Indeed, the enclave- 
type of activity may be considered a typical case of "growth witheni Jovelopment", 
in the sense that fundanental economic structural transformation fvils to take 
place on a broad basis. 


SOE ETS 


a 


In practice, even a foreign enclave has some links with the Jocal economy. 
The linkages of multinational corporations with the hest country economies, 
however, may sometime: be tenuous or limited. Recent studies succes! that 
almost half the inputs of foreign firms are supplied locelly. ‘Tie ratio is 
iower for export products than for those oriented toward the locwl market. 


Although the local share is not insignificant in most eases, it way fall below 
the host country's expectations. 
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From the point of view of the process of development, it is not only the 
emount of local inputs but also the type that is important. This depends on 
the activities of the foreign affiliates themselves. It is often obsei-ved that 
foreign affiliates tend to be "truncated". In other words, they do not "carry 
out all the functions - from the original research required throwsh to all 
the aspects of marketing - necessary for developing, producing and marketing 
their goods. One or more of these functions are carried out by the fereign 
parent". 11/ Thus, research and development, and components and services, 
especially the more sophisticated, may be procured from the parent cunsany or 
elsewhere. While such practices may be rational from the point cf viow of the 
global strategy of the multinational corporation, they are seen vy sone as an 
instrument for increasing the dependence of the periphery on the centre. More 
generally, the structure of industries in the host country may be so icpsided 
as to hinder sustained development. 12/ This is most glaring in cusses where 
f. activity is highly concentrated in those sectors, such as luxury articles 
catering for the few, which have limited prospects of interaction wiih the rest 
of the econony. 13/ Indeed, not enough has been.cone either by tic multinational 
corporations themselves or by governments to channel corporate production towards 
satisfying basic consumption needs in nutrition, health and housing. 


| 
| 
i 


‘ 


lif Government of Canada, Foreign Direct Investment in Canada (Citawa, 
1972), pe 405. . 


12/ HeGe vouuson, "The muitinational corporation es an agency of economic 
development: some exploratory observations" in B. Ward, Le d'Anjou and 
JeDe Runnals, eds. The Widening Gap: Development in the 1970s (New york, 1971). 


13/ S.H. Hymer, “fhe efficiency (contradictions) of multinatioual 
corporations", American Economic Review, LX No. 2, May 1970. 
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i It hus long been recornized that private direct investment through the 
multinational corporetion is unique in providing from a single source a 

f package of critical industrial inputs: capital, technology, managerial skills 
and other services required for production and distribution. 


qhe senje requirements of present research and development activity, the 
decreas: cf tnchnologicel ond commercial risks in the development of new 
products enw processes throu.n wwhil sctoduct and/or nultinationnal operations, as 
| well as the specific organizaticnnl requirements fer the application of science 
- and techaci, to economic uceds, give a particular comparative advantage to 
a (.. the multinaticnal corporation. Quite often this advantage has rested on its 
ability to ecmpine for commercinl use different develorments in science and 
technolo: iav which the basic reserrch was undertaken elsewhere. 
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Irde-ed, multinational corporations generally do not undertake major 
innovativ: research without visible prospects of a substantial market, unless 
they are subsidized. Thus, e’*hough a large part of commercialized tecinology 

| is in the honis of multinational corporations, the basic knowledge Vftua, 
originat:s in government-financed research and-training centres. 15/ The 

| contributions of multinational corporations derive from their ability to 

combine difizrent kinds of lasting knowledge into commercially viable processes 
and products. In other words, the expenditure on technology financed by the 
corporation is in most cases related to practical development rather than to 
basic research. 16/ 

i 
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The part of research end development expenditures undertaken by the 
business cnterprise sector appears to be concentrated in a few firms. For 
example, in 1954 in the United States, of more than 2,000 firms which reported 
research ani! d:velopment activities, 28 accounted for about 63 per cent of the 
total. Sinilarly, in France, 16 cut of 440 enterprises accounted for 43 per cent 
of total r.:seavch and development expenditure. 17/ 


14/ see tobdles 38 to 40 in annex III. 


15/ According to the Organisation for Economic Co-operation and Development, 

a significnnt part of the research and develop..cnt performed in the business 
iz enterprise sector was quite often financed by governments. For example, during 
1963-64, of the total business enterprise research and development undertaken 
in the Unitcd States, 51.2 per cent was financed by defence, space and nuclear 
agencies. Ti: equivalent percentages for other ccuntrics were a; follows: 

United Kinudon 32 per cent (1954-65); Sweden 25.8 per cent (1964); France 
24.9 per ceut (19%4); Federal Republic of Germany 13.5 per cent (1964); 
Austria 10./ per cent (1963). See Organisation for Economic Co-operation and 
Development, Gaps in Technolory, Analytical Report (Paris, 1970). | 


16/ In 1955 in the United States, out of total company-funded activities 
only 6.5 per cant went to basic research. See Organisation for Economic 
Co-operation and Development, ope cite, ppe 130 and 165. 


17/ See Organisation for Ecenomic Co-operation and Development, Gaps in 
Technolowy: General Report (Ieris, 1963), p. 15. rth 
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Furthermore, the bulk of the rerearch and development finnosed by 
corporations is'done by the parent corporation or in the home country of the 
parent. For instance, in 1966 only “ per cent of the total reseurch and 
development budget of United States multinational corporations cugseged in 
manufacturing was spent abroad. 


As far as developed economies, which serve as both home end host countries, 
are concerned, technology flows and payments for. them move in beth directions 
between buyers and sCllers, with different net effects dependin.: on their 
relative maznitude. For developing countries on the other hand, the flow is 
predominantly or exclusively in one direction. 


The significance of this one-sided flow is illustrated by data on six 
developing countries in the late 1960s. 18/ Payments by these countries for 
patents, licences, know-how and trademarks, as well as manageauns and service 
fees, amounted to approximately 7 per cent of their combined enpores and to a 
little more than half of 1 per cent of their combined gross domestic product. 
The total cost for such payments for 13 developing countries, representing 
65 per cent of the total population and 56 per cent of the totsl cross domestic 
product of developing countries, is estimated at epproximately 4.1.5 billion, 
which amounts to more than half of the flow of direct private torcizn investment 
to developing countries. These payments are growing steadily ut o rate. which is 
estimated by the UNCTAD Secretariat at about 20 per cent per annm on the 
average and are absorbing an increasing proportion of the export curnings of 
developing countries. 19/ 


Estimates of royalties, however, may distort the true paynients for 
know-how in various ways, The distortion may take the form of overpricing 
of intermediate products and capital goods, waich are tied to the imports 
of technology, or the underpricing of exports to the Suppliers ot tne technical 
know-how. Since royalties constitute only one of the channels o° cffective 
income remission, especially in the case of wholly-owned subsidiuries, changes 
in royalty payments do not necessarily imply changes in technoiccy flows. 
They may simply reflect a readjustment in the distribution of returns among 
the “‘fferent channels of income remission as a result of corporate strategy 
and government po) icies, 
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ine effect of technological advances on the internationui usrket, given 
the existing concentration of products and know-how in the hands of the 
multinational corporations, i285 become one of the main causes Of nonopony 
or oligopoly control. ‘his is reinforced by the existence of srecific 


.legislative provisions. such as the patent laws, which give exclusive power 
over the use or licensing of certain innovations. The dedication of Significant 


emounts of resources by the multinational corporations and their suTporate ears 
commitment to technology is largely induced by the expectation ctf monopoly pe 


cn need 


18/ Argentina, Brazil, Colombia, Mexico, Nigeria and Sri Lanka. 


19/ See United Nations Conference on Trade and Development, Transfer of 
Technology, 1D/106, 10 November 1971. 
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rents from now products and processes, as well as from the need to match the 
efforts of uther such firms in order to protect their market participation 
and share. Since the technology supplied by the multinational corporations 
is proprict»ry and part of it. is patented, an issue arises about the 
justification and impact of the system of patents and trade-marks. 20/ 


It should be noted that an important part of the technology required for 
most industries in developing countries is not subject to patents; the 
ecriticn), limitation these countries face is access to proprietary know-how. 
There 45 ncvs a significant tendency to modify and strengthen the apparatus 
of national and international pucen. srustitutions into vehicles for the storage, 
retrieval cid dissemination of industrial information and for racilitating 
Cirect conic vhs with licensors and other sources. 


Multinational Sofporations are only one source fre1 which enterprises in 
developinc cuuntries may ecquire proprietary technology and management. For 
some tachaniories the options may be limited, tut the situation 12 continually 
changin;. {fost developing countries are increasingly taking steps to reappraise 
the changing svprly conditions for technology with a view to obtaining 
technology whach will yield a larger measure of social benefits, as well as 
replaciag inmpcrted proprietary technology and other factors with local anputs. 


The policy objectives of host countries in this area have been multiple. 
The aim has frequently been to capture a larger share of a given net benefit 
in the use of technology from the local affiliates of foreign firms and/or to 
increase the cotal size of the benefit to be divided by promoting greater 
domestic value-added and various socially desirable "externalities", such as 
local skill formation. Another strategy has been to explore the possibility 
of disaggrceating the package of foreign inputs, particularly by obtaining 
technology and management through commercial channels separately from capital. 
Among the eo]. ternatives are foreign minority joint ventures, licensing of 
proprietary information and management contracts, sometimes in various 
combinations or, in the case of so-called direct or "embodied" imports of 
know-how, Ly contracting for the construction and running-in of "turnkey" 
plants ard by the direct purchase of specialized industrial equipment. ar/ 


Apart from reflecting negative attitudes towards control by the 
multinational firm and other motivations, the search for alternative vehicles 
for the acduisitioa of proprietary technology implies a recognition, particularly 


20/ The positions taken range from the extreme view of denying the economic 
justification or the patent system on the grounds of a theoretical "first best" 
welfare alturnative of state owmership and distribution of all such industrial 
technology, tu the advocacy of some tightening of regulations over the award 
to and use ly licensors of such legal rights. 


21/ "Turnkey" arrangements refer to contracts with foreign enterprises 
whereby the role of the latter is limited to establishing and bringing the 
plant into « position to begin operations. 
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by governments of devéioping countrivs; that the market conditions under { 


* which such technolory is available, thatever the transfer mechanism, are 


those of an imperfiiet-competitive market reflecting, on the one bond, a 

degree of market control or oligopoly by the suppliers and, ‘on the other, 
various limitations on the bargaining power of enterprises in the host country 
and of the government of the home country itself. 22/ : 


Another and increasing concern of the developing countrie: js whether the 
technology obtainable through the multinational corporation an! other commercial 
channels is appropriate to their conditions. ‘This is only part of the larger 
issue of the development and choice of appropriate technology - perbticularly in 
relation to the problem posed by superabundant labour and scars eapital and 
by the limited size of domestic markets ~ but tue prominence of th. uultinational 
firm as a delivery vehicle for such technology and as a major teent of 
centralized research and development activity naturally focuses «tention 
in respect of this problem on the performance of multinational corporations. 


Employment and Labour22/ 


On the whole, the net employment impact on the host countries is positive 
since extreme cases of destruction of local industries and wholers.le displacement 
of labour are rare. At the same time, the direct employment contribution by 
foreign affiliates is modest in a global perspective. 2hk/ This is indicated by 
data from the United States which is the largest contributor. ‘a aS70, the 
total number of employees of United States majority-cwned foreicn affiliates 
amounted to about 3 million. When direct employment by foreig: srfiliates 
of other countries as well as other United States-controlled atvlliates is 
added, it is probably no more than 13 cr 14 million; this is a swell fraction 
of total employment in market economies. 


‘The indirect employment effects, largely arising out of the usa of local 
suppliers, distribution channels and ancillary services, are, of course, much 
larger, but the total employment impact, while significent for the modern 
sector, is still modest in the context of the total economy. 


For the developing countries as a whole, the employment contribution of 
foreign cf*iliates is small in relation to the massive employment problem. 


22/ See Walter A. Chudsun, The International Transfer of Counmercial 


Technology to Developing Countries, United Nations Institute fer ‘‘ccining and 
Research (UNITAR), Research Report No. 13 (New York, 1971) and « series of 
related UNITAR Research Reports; also UNCTAD, Guidelines for tie study of 

the Transfer of Technology to Developing Countries, December 19/2, (United 


Nations publicucion, Sales No. E.e72elleD.1Y)e~ 


. 23/ See, International Labour Orgaiu.oatiun, }‘ultinational Coterprises 


and Social Policy, Studies and Reports, New Series, No. 79, (Geneva: 
ILO, 1975). 


2h/ Grant Reuber, "Private foreign investment in less developed cowitries", 
paper presented at International Meeting of Directors of Developnent Kesearch 
and Training Institutes, Belgrade, 28-30 August, 1972. 
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This appears to be especially the case in respect of foreign affiliates’ 
participation tn the extractive industrics which, when operated on a large 
scale, are hi¢hiy capital intensive. In Venezuela and Chile, for example, 
despite the Importance of o1l and copper, labour employed in the combined 
petroleum and winiag sectors accounted for 205 per cent and 4.2 per cent, 
respectively, of the total economically active population in 1960. ‘Moreover, 
there eppesrs to be very little growth in employment in the forecign-operated 
large-scule extractive industries. 25/ 


On the other hand, the effect of foreign arfiliates on employment in 
specific localities is often a major at" ~netion in a given multinatioual 
corporation project. This is especially true of depressed areas, where the 
location of » :’snt can make Significant contribution to solving the local 
unemployment preblem. There is thus a tendency towards keen competition for 
the foreign enterorise among the various localities. 


Moreover, the contribution through "learning by doing", espicially for 
technical ava prefessicnal employees, may be significant. 26/ Thus, an OECD 
study shows that tor a sample of 50 foreign investment projects, local 
clerks and xcccintants accounted for 97 per cent of the staff concerned, 


foremen ard supervisors 90 per cent, sales and marketing personnel 8¢ ,er cent, 


management and engineering personnel 73 per cent., There is, moreover, a 
tendency of the local share to increase over time, especially in the 
professional catesories. Furthermore, many managers and technicians move 

from foreign ctiiliates to domestic enterprises. Nevertheless, the particular 
skills learned uay be more suitable to the activities of foreign enterprises 
than for naticnel. development. Similarly, they may be associated with 
technologies thst are inappropriate for local conditions. at/ 


The relatively high labour standards generally adopted by foreign 
affiliates of multinational corporations are a mixed blessing. In some host 
countries, tiie wae rates paid by multinational corporations are several times 
higher than those prevailing elsewhere. ‘The creation of an élite labour group 
raises irrita:ing questions of competition, especially for technical personnel, 
with local enterprises. It also ancentuates distortions in the wage structure, 
between occupeticnal and skill groups as well as between rural and urban areas, 
Moreover, tne standards imported from highly developed economies gradually tend 
to be adopted as u national norm, although they may be beyond the means of 
less-developed host countries, especially from the point of view of 
international competitiveness and employment. 


, 25/ Constantine V. Vaitsus, Employment and Foreign Direct Investments in 
Developing Countries: Some Notes and Fi res, Junta del Acuerdo de Cartagena, 


mimeographed document 3/A3/35/Rev. 1 (Lima, 1973). 
26/ Council for Latin America, The Effects of United States and Other 
ForeTEn Investment in Latin America (New York, 1970), pe 5. 


27/ Grant Reuber, op. cit. 
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Another source of tension is the impact on local lebour when local 
plants are shut down in line with a g!obal strategy. Although there is 
little evidence that this happens rre1uently, when it does occu ‘he adverse 
effects are highly visible and attract public attention and resctione 


28/ 
Balance of payments——" 


Evaluating the impact of multinational corporations on the belance of 
payments of host developing countries is no less complex a task tnan 
evalu:.ting the impact on other economic variables. If the evalustion 
concentrates on the capital flow of direct investment, the effect on the host 
country is undoubtedly positive. For the developing countries us 2 whole, 
direct investment anounted to $4 billion in 1971, almost half tne total official 
bilateral and multilateral flows. At the same time, if the earnimnzs generated 
by past investment which accrue to the foreign affiliates are ‘icducted from 
that flow, ,the net flow is generally negative for host countrizs. Retween 
1965 ana 1970, net foreign direct investment inflow into 43 developing countries 
was 30 per cent of the investment income outflow. If the oil-vrocdveing 
countries in the sample are excluded, inflow was 68 per cent or outflow. 29/ 
The difference reflects the differing time patterns of capital fic. and earnings 
rather than the balance of payments effect of a given investmen:. Nevertheless, 
in developing countries, where the supply of foreign exchange is cften a problen, 
the excess of this outflow over inflow has been a femiliar source of tension 
with multinational corporations. Such tension is particularly likely to occur 
in cases where a multinational corporation has operated in the lost country for 
an extended period of time and where the outflow of investment income increasingly 
exceeds the inflow of new capital. 


In addition to the effect on the capital eccount and the investment income 
account, a foreign affiliate also generates imports and exports. If it is 
assumed that these imports and exports would not otherwise be mac, the trade 
effect on the host countries is generally positive. In Latin Arsrica, for 
example, in 1966, United States affiliates exported about $4.5 billion of their 
products and imported about $1.3 billion of materials and supplies. 


Wher °ll the direct effects on the balance of payments accounts ave taken 
into consideration, the net result in developi:; countries is usuclly positive, 
though it is more visible in the case of extrective industries iuan in the case 
of manufacturing, because manufacturing affiliates are heavily orienie. towards 


28/ sre also tables 41 to 43 in annex III. 


29/ Another calculation of the flows, adjusted for petrolenn, shows that 
between 1964 and 1958 the United States and the United Kingdom (representing 
80 per cent of total foreign direct in.o-*men*) received approximately 
$5.8 billion from developing countries (in investment income) and paid 
$3.2 billion (in capital flow). See, WeAeP. Manser, The Financia) Pole of 
Multinational: Enterprise, (Paris, International Chamber of Commerce, 1979), 
PPe 1730-6 
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production for import substitution rather than for export, a fact which usually 
reflects the host government's industrialization policy. 30/ At the same time, 
the payments e.fect may be partly limited by export-restricting practices 
followed by she multinational corporation, and moreover, the import bill may 

be inflated by tied-purchases and over-pricing. 31/ 
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The direct balance of payments effects of foreign affiliates do not, of 
course, anstier the question of what the total effect may be. Thus, to the 
direct effacus must be added the indirect effects resulting from the fact that : ; 
the incone: and sales promotion generated by affiliates raise the level of 
income and thus induce higher consumption of imports and possibly even lower 
the export supoly of some domestically produced goods. 32/ At the same time, 
insofar as tne affiliate may serve as a “growth pole" stimulating, the establish- 
went of compicuuntary domestic industries, it may also generate additional | 
. exports froa the local production of other firms. Basic to the entire 
is calculation of total trade effects is the question, at present unanswerable, 
whether the foreign affiliates’ output is entirely additional to wht would 
otherwise Le produced or whether local replacement uf output can be assumed. 


a ne oy 
re aS eee 2 ees en eee 


wee 


oe. 


When all the iudirect effects are taken into account, the estimated not 
result varics with the assumptions made. For instance, a study of th impact of 
import-substituting United States manufacturing investment in developing , 
countries reached different conclusions depending on the model used. 33/ 

The one bascd on the assumption that no local replacement was possible indicated 
& positive impact on the balance of payments of developing countries; the other, 
assuming local, replacement, indicated negative impact in the case of Latin 
America, and neutral in other developing areas. 
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Other case studies made under the auspices of UNCTAD examined the over-all 
effect of several foreign manufacturing affiliates in Colombia, India, Iran, 
Jamaica, Kenya and Malaysia. 3Bu/ It was found that in 55 per cent of a sample 
of 159 foreizn firms, the impact was positive. In the case of the other firms, 
it was concluded that it would be cheaper for the host country to substitute its 
own capital for the existing foreign capital. However, 60 per cent of the firms 


30/ Among, 159 foreign firms in Colombia, India, Iran, Jamaica, Kenya and 
Malaysia, 53 per cent had negligible exports or no exports at all. See, 
P.P. Streetcn and S. Lall, UNCTAD, Main Findings of a Study of Private Foreign 


Investment in Sulected Developing Countries, (TD/B/C.3/i11 » 19736 


32/ See UNCTAD, Private foreign investment in its relationship to 
development (10/134), 1972. 


= 32/ See detailed discussion in David Robertson, "The multinational enterprise : 


ee ee mee ener ee eee nw ree ete ee ene eee, 
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trade flows and trade policy" in John H. Dunning, ed., The Multinational 
Enterprise, (london, 1971). 


33/ Sec G.C. Hufbauer and F.Me Adler, Overseas Manufacturing Investment and 


we Balance of Payments (Washington, D-C., United States Department of Commerce, 
yo5). 


34/ See, UNCTAD, TD/B/C.3/111, op. cit. 
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ee aes fall. around the demarcation line betv*2n positive and negative impact, and 
a ” only 21 per cent show a clearly positive, and 11 per cent a clearly negative, ee 
‘, dmpact. On the wholc;the study indicates that no conclusive results can be 


obtained. Uncertainty is high, as conditions change and effects differ 
i; greatly from case to case. 


on the balance of puyments appears on the whole to be positive. Jn so far as 

evidence is available, the export performance of foreign affilintes seems to be 

as gocd as that of domestic firms and often better. It is better in the 

ie United Kingdom, for instance, where United States affiliates in manufacturing 

ee export on the average a quarter of their Output - a much higher proportion 

than that of the average United Kingdom firn. 35/ It is equal to tnat of 

Be domestic firms in Canada and is increasing steadily. 36/ But it was also found, 
in Canada, that in a large number of cases foreign affiliates fcllowed export- 

ie | . Yestrictive policies. This is apparently a reflection of the marketing strategy 

a of parent companies, which try to protect export markets for themselves or for 

e their other affiliates. They may also be obliged to resort to vwiids practice 

FR either as a result of international market sharing with other multinational 

a corporations, or in response to the governmental policies of the hone country. 


} 
& 

EY. In host developed market economies, the impact of foreign direct investment 
4 


a A large share of exports is, moreover, represented by intra-company sales. 
- - the United Kingdom, half the exports of United States affilivtcs vere made to 
ze, | affiliated firms. In Canada, as much as three-fourths of all expor«s of foreign 
3 | affiliates were accounted for by intra-company sales in 199. 37/ Such sales 

a suggest a large scope for transfer pricing and the vulnerability of the host 

oe country's economy to foreign governmental or corporate policies. 


a As far as the import content of purchases by the affiliates is concerned, 

i? it appears to be relatively small in the case of United States crriliates in 

a the United Kingdom and more important in Canada. Thus, three-quarters of the 

a (, imports of foreign affiliates in Canada (which amount to one-third of their total 
boa Bays purchases ) originate with other affiliaces and almost all the imports of 

= United States affiliates originate in the home country. 38/ 


e- 
° 


q 2 35/ Josie Dunning, United states Investment in Britain (Lonéon, 1972). 

Ft eS. Srvestement in Britain 

a 36/ A.E. Safarian, Foreign ownership of Canadian Industry (Torente 1956). 
a The share of exports of foreion affiliates 


t to their total sales increased 
- & - from 18 per cint in 1964 to 28 per cent in 1969. See Foreign Divect Investment 
oo in Canada (Grey Report), op. cit. 


37/ Th2 increase in this share from 92 per cent in 1.964 lar-ely reflects 
the very rapid increase in exports of motor vehicles under the Ciuicda- 4 
United States Ausomotive Agreement. In 1959, more than four-fifths of the 
exports of foreign affiliates were made tn the United States, while only half 
of total Canadiau exports were sold to the United Sctaies. 


38/ For the effect of short-tern capital flows, see section on implications 
for the international monetary system belcw, 
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‘Socdo-cultirnl considerations 


The pansage above has concentrated on the more tangible considerations. 
Even here, however, it is important to interpret these considerations in a 

broad sense. Thus, the issue of sovereignty is not simply jurisdictional but 

is intinately related to the rise of nationalistic feelings which may acquire 
special. meniing as a rallying political force for cementing diverse interests 
and groups, esnecially in developing countries. The issue of development is not 
merely a untter of maximizing the growth rate of output but is inseparable from 
social necds 4nd style of living. Even with questions of employment and balance 
of payments, it is sometimes tie less congible aspects that are more important. 


The strens reaction against the multinational corporation in some host 


_ . countries must therefore be understood in the broad socio-cultural context. 


The mere presence of powerful foreign enterprises may serve as a resinder of 

past foreign dowination. The popular sentiment expressed in the form of consumer 
boycotts against the home country of certain multinational curpeutavions testifies 
to the b-oed buse of such sentiment and the readiness to make economic sacrifices. 


. In many host countries, there is growing dissatisfaction over playing a 
peripheral. role, quite apart from the economic consequences. 39/ Host developing 
countries arc, moreover, suspicious of the multinational corporations' style of 
doing things. ‘Their financial power and easy access to the top hierarchy of 
government and business may be used, openly or covertly, to influence the 
domestic political process to their liking. Such alien influence is especially 
resented by local élite groups, such as intellectuals, government cadres, labour 
and business leaders, who see themselves as contenders for power and guardians 
of the values and heritage of the country. The multinational corporations, 
through their tacit alliance with certain social groups, may even be regarded as 
obstacles to appropriate social and political development. 


The ostentatious living styles cf foreign personnel as compared with those 


. of domestic employees are a source both of envy and resentment. Styles of 


39/ See Raul Prebisch, Towards a New Trade Policy for Development, 
(United Nations, 1964); also, according to M. Wionczek in R. Vernon, ede, 
Jatin America Yiows the Foreign Investor (New York, 1965): "The efforts of 


foreign capitol. to perpetuate the political and economic dependence of Latin 


America on the industrial countries, particularly dependence on the United States, 
represent probably the single most important element in the growing conflict 

between foreign private capital and Latin American society", p. 13. See alsc 

Edith Penrose, “The State and Multinational Enterprise in Less-Developed Countries" 

in J. Dunning, ede, Tae Multinational interprise, op. cit., and Andreas G. Papandreou, 
Paternalistic Cavitalism, (Minneapolis, 1972). Even in host developed countries, 
Similar views have beer voiced; see, for instance, the 1969-1970 Renort and Accounts 
of the Industrial. Reorganization Corporation, (London, 1970). “Britain has also to 
protect her vital industrial interests as a state...if this was neglected Britain 
could find itself becoming a branch office economy where industries vital for 

growth, technolery or defence were either absent or entirely directed from 

other parts of the world.” p. 17. 
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management directed towards efficiency but insensitive to loci] cultural values 
may appear to people in the host country as arrogant and dehuusniazing. Even 
the local people who receive a good technical training through werking with 

the hultinational corporations may be regarded as unduly influenced by alien. 
values. Although these reactions may change with the change in attitudes on 
both sides, the intensity of the feelings that have been aroused sheuld not be 
under-estimated. 


commen os! 


Tensions bet¥een multinational corporations ani their home a 
gen ally been kept\down. Many homé-.countries which 
eir own multinational corporations as a countervailing feree td those of 
other industrial countNes. European countries, for inst nee, often vi 
as an answer to the "AmeNcan challenge", While Japan has exdscaroured to 
activities\of its multinatonal corporation 4 
objectives. 


country,is as yet very limited. ; 


These, questions range from domest%tc economic effects 
nd foreign policies. Multinational cor erations have been\blened for "expo wing 
Jobs" through."run-away plants" and for nae ores technology nvailable to 


© talence of pajents 


foreign lands or taking adv ntage of low-wage foreign labour. Noreover, the 
option open to the multinational corporation docate plents in ¥oreign countries 
tends to weaken the bargaining\power of domesta& labour. 
; \ 
As in the case of the considération of the effect of multinational\corporatior 
on employmént, trade and the balanc& of payments in host countries, there\is 
onsiderable\uncertainty about the effects on home cou tries, the conclusions 
depending upon the assumptions made re arding what the alternative to the 
multinational c rporation's activities would be likely to\ge. “of A recent 
t of investment abroad on domestic employment in th? United 
ees 1970 snows that, under certain assumptions, the presence 
dants abroad may have resulted in a net loss yf 400,000 to 
1.5 millian jobs. Untier an alternative assumption, the net effe: 


~ iar instead 


\ 


4o/ UniXed States Senate, CommNtee on Fina ce, Implicatioys of 
Multinational\Firms for ‘orld Trade ehd Investment\and tor UnitzA Scates Trade 
and Labor (Washington, DeC » 19735). \ 
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fees and their relationship to gross domestic product and : 
to export earnings ; ae ; 
(Millions of dollars and percentage) . ! 
“etn Payinents of _ Share oj; payments | | 
royalties et 3 
and fees a/ Gross i | 
(millions domestic | ; 
of preduct Exports : 
Cauntry Year dollars) (percentage) : 
ATGentindsscecccsesecs 1969 127.7 - 0.72 79 4 
BYOZilsecsceseserevees 1966=19682 59.6 0426 3.4 
COLOMbIa.ecccsesecccce 1966 26.7 0.50 Ded. F 
MEXACO. ssces-cvccesecs 1968 200.0 0.76 15.9 : 
Nigeria... rccccccccece 1965 33.8 0.78 "42 | : 
Sri Lanka.sceccvccvees 1970 9.3 0.519/ 2.9°/ be 2a 
TOTAL, above and : ; : 
non-weighted average 457.1 0.68. 703 P 
Source: Centre for Development Planning, Projections and Policies of the ; 
Department of Economic and Social Affairs of the United Nations Secretariat, 3 
based on United Nations Conference on Trade and Development, Transfer of 1 ; 
| Technology (TD/106), November 1971. | : 
a/ Includes payments by the private sector only for patents, licenses, ; 
know-how, trademarks and management and other technical services. : 
b/ Annual average. ; F 
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‘Table 41. United States manufacturing and mining affiliates in Central 
and South America: local sales atid exports, 1965, 1968 


(Millions of dollars and percentage ) 


Manufacturing affiliates ining affiliates 
hen ry treat as meememenen eer er a a 


d 1905 1953 1965 1908 
LLL LT a Ne OAC re ne ena teasespetrrenenesnens alan eet 
Total sales (millions of dollars)... 5,526 7,966 1,345 1,814 
Total exports (millions of dollars). 415 153 1,105 1,497 
Ratio of exports to sales 

(DENCENtOGE) scces cc tevess eviews dese se) 9.4 82.2 82.5 


Ratio of e<ports to Unitec States to 
total exports of affiliates 
(perGan ties) vic «sd oes 6 e08weeicss o4.3 28.2 48.4 46.4 


fource: Centre for Development Planning, Projections and Policies of the 
Department of Economic and Social Affairs of the United Nations Secretariat, 
based on United States, Department of Commerce, Survey of Current Business, 
October 1570. . : ; 
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investment and outflow of income on accumulated past direct investment, a/ 


Region 


Africa, total 


Ae Inflows cccccccecces 
Be Outflow. eecsccsecee 
Cc. Balanc€ecccsccccscsecce 


Non-oil producing 
countries c/ 


Ae Inflow. ceccccvces 
B. OutLlowe eeccccces 
Cc. Balanc€recccscces 


Oil-producing 
countries d/ 


As Inflow.cccccovece 
Be Outflow.ccccccscce 
Ce. Balancesecovccces 


Western hemisphere, total 


Ae Inflowececscccccscvece 
B. Outflow. ececcccccce 
Cc. Balanc@.ccccccccces 


Non-oil producing 
countries e/ 


Ac: INflOWs <s<sseeses 
Be Outflow.ccceccccs 
Cc. Balanc€sescoersece 


Oll-producing 
countries 


A. Inflow...... eevee 
Be Outflowecceccccee 
Co Bulancececccccece 


Asia and West Asia, total 


Ae Inflowecccecccccccce 


B. Outflowe oseccccecce 
C. Balancescccccsccces 


by region, 1965-1970 ° 
(Millions of dollars) 


1965 1966 
182. 2b 163.7 2h1.5 
360.80/ 718.8 708.6 
-198.6 555.1 +-467.1 
133.5 Th. 61.5 
49.3 53.8 56.6 
84.2 20.9 4.9 
48.72/ —89.0 «180.0 
331.50/ 665.0 652.0 
~282.8 -576.0  -472.0 
723.3 780-5 647.5 
1,437.9 1,752.7 1,793.4 
~714.6 -97262 -1,145.9 
642.3 671.5 567.5 
722.9 1,043.7 1,119.4 
-80.6 “37202 °-551.9 
81.0 - 109.0 80.0 
715.0 709.0 674.0 
«634.0 -600.0 =594.0 
456.9 eTiac 135.9 


1,367.4 
~93005 


1967 


1968 


159.0 


1959 


235.5 
2.5 
-6€8,8 


124.0 
675.0 
-551.0 


189.5 


1,592.4 1,744.2 1,997.5 2,128.5 
W1, 32162 -1,559.2 -1, 833, 5 1,949.0 


1970 


270.7 
99.2 
~725.5 


42.7 
60.2 
-17.5 


. 228.0 


936.0 
-708.0 


2,241.9 
1, 943.7 
-801.8 


1, 067.9 
1, 382.7 
-314.8 


74.0 
561.0 
-487.0 


200.1 
2,401.9 
2,201.8 


; a TT EET TT ERLE TILT LT OR TEED TELAT Te 
al : ‘ Duc GLa uae Lie Cea eee er oe METRE Tacyelea abate, cog i : e : 
f | ante 
t Approved For Release 2004/10/28 : CIA-RDP86T00608R000600050001-1 - ; 
: 
t Table 2, Selected developing countries: current inflow of foreign direct 
; investment and outflow of income on accumulated past direct investment, a/ 
by region, 1965-1970 (continued) 
| . (Millions of dollars) 
Reon 1965 1966 1967 1968 1969 1970 
| Asia and West Asia (continued) : 
Non-o11 producing . 
countries ¢/ 
As Inflowsccesescees 131.0 956-2 60.0 94.0 216.5 180.2 | 
Be Outtloweccccccces 168.7 150.4 204,2 239.5 ‘2h6.5 235.9 | 
C. BELANCee cccccccce -37.7 ~55.2 : -144,2 “145.5 -1350.0 -55.8 i 
Oil-producing 
‘countries h/ | 
| A. Inflow.sccccoceces ¥ 305.9 176.0 : 125.0 65.0 7300 20.0 
| Be Outflowe eveceseccce 1,198.7 1,442.0 1,540.0 1,758.0 1,892.0 ‘ 2,166.0 { 
q C. Balanc€ececcccccece ~892.8 -1,266.0 -1,415.0 -1,693.0 -1,819.0 ~2,146.0 | 
Selected developing , | 
countries, total 
Ae Tatlin vaeeeeeseees 1, 3h2.u 1,215.4 1,074.0 1,372.0 1,513.56 1,612.7 
Be Outflowesescseveces 3,186.1 4,063.9 4,246.2 4,982.6 5,155.0 5,341.8 ROY 
C. Balancsesecceccoes -1,843.7 ~2,848.5 -3,172.2 -3,610.6 -3,642.2 ~-3,729.1 
| 


Non-oil producing 
countries, total 


As Inflovressecescsss 906.8 841.4 689.0 975.0 1,127.6 1,290.7 
Be Outflowecccvcccce 940.9 1,247.9 1,380.2 1,588.6 1,720.8 1,678.8 
C. Balanc@sccocssecs -34.1 ~406.5 -691.2 -613.6 -593.2 ~388.1 


Oil-producing 
countries, total 


Ac Inflowscceccccces 435.68 374.0 385.0 397.0 386.0 322.0 
Be Outfloweseseseees 2,245.27 2,816.0 2,866.0 3,394.0 3,435.0 3,663.0 
Ce Balanc€ssecccccee -1,809.6 -2,442.0 -2,481.0 -2,997.0 -3,049.0 -3,342.0 


Source: Centre for Development Planning, Projections and Policies of the ae 
Department of Economic und Social Affairs of the United Nations Secretariat, 
based on International Monetary Fund, Balance of Payments Yearbook (Washington, D.C.), 


i 
a/ All statistics - inflows and outflows - are expressed in gross figures. | 
Excluding Algeria. 
c/ Ethiopia, Ivory Coast, Malawi, Mauritius, Sierra Leone, Sudan, Tunisia. 
@/ Algeria, Libyan Arab Republic, Nigeria. oe 
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Foot-notes to table 42 (continued) 


e/ Argentina, Barbados, Bolivia, Brazil, Chile, Colombia, Co3ta Rica, 
Ecuador, El Salvador, Guatemola, Guyane, Haiti, Honduras, Jamaica, hexico, 
Nicaragua, Panama, Paraguay, Peru, Surinam, Trinidad and Tobago. 

f/ Venezuela. 

B/ Indonesia, Israel, Lebanon, Philippines, Sri Lanka, Thailend, Republic 
of Viet-Nan. 

h/ Iran, Iraq, Saudi Arabia. 
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Table 4%, Selected developing countries: occurrence of clauses restricting 
exports in samples of foreign direct investment agreements 


, (Number and percentage): 


Number of agreements containing 
eh etc ric she cad ed headed Se 


Percentage of 


4 Number | agreements 
a : of agree- Clauses Clauses including some 
eo ments in limiting prohibiting restriction 
a. Country the sample _ exports exports on exports 
Bi ; 
x Bolivia’, @aeesvenen6 21 - F : 19 90.4 
P| Colombia... .esecece 58 2 39 7046 
Tee eS ee ae 737 235 14 47.3 
a Peni wodes<sdendecks 26 6 . es 19 96.1 
4 Philiprines?/.....00. 182 " 2h 22 25.2 
Source: Centre for Development Planning, Projections and Polucies of the 
Department of Economic and Social Affairs of the United Nations Secretariat, 
based on Junta del Acuerdo de Cartagena, C. Vaitsos, The Process of Commercial- 
a ization of Technology in the Andean Pact (Lima, October 1971) and United Nations 
a Conference cn Trade and Development, Restrictive Business Practices 
ie + (T/122/Supp.1), pp. 42a-k6. 


| a/ Sample includes foreign wholly-owned subsidiaries in pharmaceutical, food 
and beverage and other non-specified industries, 1968-1971. 


it v/ Sample includes foreign wholly-owned subsidiaries and joint ventures in 
° pharmaceutical and chemical industries, 1968-1971. 


c/ Sample includes agreements with subsidiaries and foreign minority joint 
ventures in effect in March 1969. 


a/ Sample includes foreign subsidiaries in pharmaceutical and other non- 
iu specified industries, 1968-1971. 


e/ Sample includes agreements with subsidiaries and foreign minority joint 
ventures in effect in 1970. g 


a | 
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A Brief Look at the Multinational Cornoration 
Introduction 


1. Since the end of World War II, foreign direct 
inveuthent has increased tenfold and, for the first time, 
has come to rival trade as’ the chief form of international 
economic activity. ‘This extraordinary expansion réflects, 
for the most. part, the evolution of a new economic insti- 
tution -- the multinational Gerperaiion (MNC). ‘Concurrently, 
a relatively few, large -- primarily US-based -- private 
corporations have gained sufficient ower to exert a profound 
influence on traditional national economic institutions, 
patterns of economic activity, and national governmental 
policy options. The concentration uf economic power and 
the ability of the MNCs“to circumvent national controls has 
aroused considerable anxiety among a growing number of 
national aeUsranentall and private interest groups. While 
some of these anxieties reflect political attitudes, most are 
centered on real economic impacts of the MNC. This 
memorandum briefly describes the characteristics of the 
MNCs; examines their growth and present magnitudes in the 


world economy; and deliniates their primary impacts. 


Seats t anes ies SH 
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Summary 


12. The MNC is a relatively new economic institution 
combining. several economic characteristics in a single firm. 
All MNCs are involved to some extent in international production 
and marketing. They are for the most part large firms in which 
the world headquarters carries out global planning for the 
entire organization and maintains tight centvaileed control 
ever all its activities. The emergence of the MNC -- occurring 
largely in the postwar period -- has been facilitated by a 
more stable international environment; the astablishment of 
large, tariff protected, free trading areas; and more rapid 
international transportation and communication, Given this 
new world economic situation, traditional firm qoals of spreading 
risks, maintaining or ‘aceadeine mackeL shaves, and mininiedag 
production costs led to a rapid growth of the MNCs. ~ 

3. The growth of MNCs is reflected in large part by 
the increase in the total book values of the world's foreign 
direct investment stock. Foreign holdings of US firms surpassed 
$78 billion by the end of 1970, and the foreign tives eneats 
of non-US firms rose to over $66 billian. The growth in the 
first decade after the war was concentrated in increased . 
activities by the multinational oil companies. Since then, 
however, MNC activities has shifted coward manufacturing and 
assembly operations, much of it in advanced countries. 

4. MNCs, as a reSult of their rapid growth, have 
become a very important international economic institution. 
It is estimated that their foreign subsidiaries' sales are 


equivalcnt to one-third of the OECD countries’ industrial 


‘output. They are directly responsible for about one-fourth 


of all industrial product trade flows. Moreover, they have 
even larger relative positions in certain countries and 
industrics. , 

5. The pervasiveness of MNUs enable them to touch 
almost every facet of the world acanene: They influence 


international commodity trade, increase international 
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investment, and have very dlenieveant impacts on short-term 
capital flows -- especially in times of international monetary 
uncertainty. MNCs also contribute significantly to the 
oe en new technological developments are disseminated 
world-wide, increase world production, and speed the rate at 
which the world economy adjusts to changes. 

6. In host countries, MNCs contribute to productivity | 
by introducing new technology. They also increase employment 


and output in host areas. The’ balance of payments impact in 


host countries varies. In nearly all cases, the remitted ' 


profits from the subsidiaries to the parent company exceed 
over the long-run the amount of the initial capital inflow; 
however, the impact on host countries' trade balances varies 
with the nature of the MNC activities. . 


7. The assessment of source country impacts of MNCs 


is made difficult by a divergence between the private and 


social returns to their foreign operations. In private terms, 
MNCs undoubtedly increase their earnings as a result of their 
foreign operations. However, impacts on the source country 

‘ae a whole are ambiguous. The source country can increase 

its tax revenue from NNCs' higher forefgn earnings, but the 
non-taxation of unremitted profits and the tendency of MNCs not 
to remit all profits mitigate this gain. The transfer of 
technology abroad by MNCs probably undermines to some extent 


the source country's position in world markets. MNCs increase 


both capital outflows and profit remittances in source ‘countries, 
but its impact on the trade balance is unclear, as is the 
MNC's employment impact, a controversial issue in the United 


States. 
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Discussion 


Characteristics 


8. centeai 6 a look at MNCs and their impact is an 
identification of what donotes/tiNc. Clearly, not all firms 
are MNCs. Those with no foreign operations are not, as is 
the case with many firms having foreign operations. ‘A MNC 


then is a variant of the traditional national firm that 


combines several characteristics which create its uniqueness. 
9. One characteristic of MNCs is of course some 


operations in foreign countries. The extent to which different 


cA Oe ee cca ta 08 SR ce ees ee ee 


MNCs maintain foreign investment and activities varies, but in 
all cases the amount of foreign activities is sufficient to 
allow substantial international flexibility in production, 


sales, and capital flows. Most MNCs have onerations in. several 


Fee a er a em NRE 


Ki es: countries, with over 170 US-based MNCs controlling subsidiaries 


_in six or more. ; ' 
; . 10. MNCs are characterized by large firm size. As shown 
° : : by Table 1, in the United States, MNCs are much larger than 

the average US firm. Moreover, within apaeeers industries, 

ra those firms that are MNCs generally hold a dominant position 

in that industry, as seen in the tabulation below listing the 

percentage of sales of selected industries accounted for by 

MNCs of that industry. ‘ 


Motor vehicles and equipment 85 


a , og a | Drugs | 7 
a : Petroleum regining 69 | 
Chemicals, except drugs : 60 
‘Bubber and plastic 57 
: . Electrical machinery 50 j 


11. A third characteristic of MNCs is a greater tendency 


to be technology-intensive. US based MNCs invest 33% more Fi 
, global : : ; 
of their sales receipts in rescarch and development than other ~ bp 


2arge firms, and employ more scientists and cngineers as a 
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. _ . owe percentage of their Labor force. Although no similar data 
of is available on non-US MNCs, it is probable a similar relation 
3 : “holds. For example, leading Europeun firms in the areas of 
: research and development, such as Farbyerke ‘Bayer (German) 
dn chemicals and drugs and SKF (Sweden) in machinery, 
engage in substantial multinational activities. 
“a2. MNCs carry out long-term corporate planning and 
control of the firms’ growth on a global ‘basis. They do not 
view each subsidiary as a separate firm, but rather as an 
3 - integral part of the world-wide operation. The goals and 
performance of each subsidiary are therefore secondary to the 
= performance of the entire MNC, such that in the interest of 
| maximizing global goals, particular subsidiaries often are 
charged with tasks not in their individual interest. For 


% example, MNCs as a rule maintain centralized research facilities, 


a4 ‘ usually in the source country, a fact that may inhibit the 


research efforts of individual subsidiaries. 


a 8 13. MNCs, in their effort to maximize the wade: of 


on | # 
oa nl Br Rect I es enn et Re Na er ee en 


ag tee dae 
ingress 


control over their world-wide operations. “he need for 


| 
| 

sl the entire organization, also maintain tight, centralized 
i 
| ms 
1 centralized control is accented by the large: degree of vertical 
1 


integration of production across national borders that occurs in 


MNCs. Ford (US), for example, produces engines in Britain and Germany, 


Graton tens in Germany, and Canada 
nstalls them in bodies ‘produced in the United Seabees: for sales in 


the United States and Canada, 
International Business Machines (US) ‘produces computer sub- 


assemblies in several European countries and assembles them at 
me: centralized assembly plants. Thus, to insure steady and 


aod appropriately sized flows of components among subsidiaries, 


tight control over all operations is essential. 


8 _..., The Emergence of the MNC 


14. Firms which combine these characteristics did’ not 


emerge in great numbers until after World War II, although 


foreign direct investments existed previously. There were 
ée . several changes in the world cconomy that provided necessary 
ae ‘ conditions for a multinationalization of production to take on 


place. The vacuum of production facilitics and technology 


bg oe ‘-5= . 
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in Europe, coupled with inflows of US aid; provided a natural 
pull to large US firms to invest there. The discovery of 
large reserves of low-cost oil in the Middle East brought 
operations of international oil to that area. 

15. The stability inmateod ve the world economy by the 
Bretton Woods arrangements -- underlined by the return to 
cénvertininiey of major European currencies in the late 1950s -- 
provided a more general incentive teward the emergence of MNCs, 
Formation of two large, prosperous free trade areas, but with 
tariffs on imports from outside the areas,. provided a further 
inducement for non-trade area firms to install production 
facilities behind the tariff pasviere: The rapid development 
of transportation and Soeninteatiien technology also contributed 
to the evoluticn of the MNC by greatly lowering the time-cost 


of coordinating operations in areas distant from the national 


headquarters. 

16. Given these changes tis the world economic order, 
several existing incentives led firms to foreign production. 
One major factor in the multinationalization of production 
has been responses by MNCs to threats to their foreign 
export markets. These threats, which are created by competition 
from local or third country firms that are closer to the 
market, are often met by establishment of production facilities 
in the market area. A second incentive that induces firms to 
become MNCs is to provide greater earnings stability. By 
being in several countries with production and sales facilities, 
MNCs guard against downturns in-the economy of a single country. 
Thus, during the 1970-71 US recession, US-based MNCs counted 
heavily on their foreign operations for significant portions 
‘of their carnings. 

17. A third tneontive for multinational operations ‘is 
it allows firms to reduce various tax and legal constraints; 
e.g.,/US-based MNC can legally acquire a foreign competitor 


whereas US anti-trust laws might prevant the acquisition of 


domestic competition. The gaining of access to tariff protected 
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markets is also a major incentive for MIC growth; a factor 
of major significance in MNC investments in EFYA and the EC. 
Finally, many MNC investments occur to obtain low-cost factors 
of production, usually raw materials, as with oil, or labor. 
, The Growth of MuC's International Intorests 
18. The postwar growth of MNCs is reflected in large 

part by the increase in the total book value of foreign direct jan ether 

-- 1.e., plant and equipment owned in one country by citizens o 
investments, Foreign holdings of US firms rose ean $7 billion 
in 1946 to over $78 billion by the end of 1970. Mereover: it 
ais estimated that the foreign assets of non-US MNCs have 
grown from about $5 billion in 1946 to nearly $70 billion in 
1970 -- about the same rate of growth as that of US-MNCs' 
foreign ppeeaclong-’- (see Table 2). Concomitantly, the number 
of MNCs have risen from a mere few at the’ end of World War II 


to more than 300. Ten are the largest MNCs in the world are 


tabulated below with their annual sales in billions of dollars. 


General Motors (US) 18 -7 
Standard Oil of New Jersey (US) 16.6 
Ford (US) , 15.0 
Royal Dutch Shell (Britain/ . 
Netherlands) “s 10.8 
General Electric (US) ae 8.7 
International Business Machines 
(Us) 7.5 
Philips (Britain/Netherlands) 4.2 
Farbwerke Hoescht (Germany). 3 lo | 
Nestle (Switzerland) 2.3 
: Pechiney (France) : : 1.6 


19. The growth in MNC operations has been characterized 


by a shift in industrial and locational preference. Most MNC 


Ty These foreign direct investment (FDI) figures overstate to 
a small extent @he foreign operations of MNCs, since they an 
include FDI by firms not properly classified -~ largely because 

of less than world-wide coordination of operations -- as MNCs. 

However, since the operations of these non-MNCsS are generally 

small in nature -~ often only a sales office -~ the figures 

shown can be taken as reasonable estimates of MNC operations. 
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operations existing at the and of World War II were in the 
extractive industries of less-developed countries (LDes) . 

In the first decade after the war the primary MNC expansion 
occurred in the petroleum sector, largely in the Middle East. 
Since thon, however, MNC emphasis has shifted toward Se 
facturing and assembly facilities in advanced countries. 
Manufacturing's share of total US foreign direct investment 
rose from 333 in 1946 to 42% in 1970, while the‘ share of the 
total directed to other advanced countries inereased from 49% 
to 61% over the same period (see Table 3). <A similar trend 
can be observec in the foreign. direct-investment patterns of 
non-US firms, The rise in MNC manufacturing investment is 
especially concentrated in vehicles, chemicals, mechanical and 
electrical engineering, and electronics. Industries sych as 
textiles, basic metals, and aircraft manufacture are only 
minimally invoived :n multinational production, even though 


they often substantially engage in international commodity 


trade. } 

20. As a result of the increased emphasis by all MNCs 
on investment in advanced countries, a large amount of MNC 
ownership and contrus now proceeds in both directions between, 


two regions, The US ownership of investments 


in Europe at the end of 1970 was put at $21.6 billion; 
European investments in the United States were valued at 

$8.9 billion. Additionally, within Europe a large percentage 
of recent foreign investnent flows has been intra-European: 


32% of the FDI by the EC countries in 1965-69 was within the 
EC. : ; 


The Importance of the MNC 

21. The rapid growth of MNCs has elevated them to an 
immensely important position on the world economic scene, 
Annual sales by subsidiavies of MNCs are cstimated at more 


than $300 billion. ‘the sales of US-based MNCs alone -- 


put at $160 hillion per year -- are greater than the GNP of 
Organization for Economic Cooperation and Development iad 
every/OFRCD) country except the United States and Japan. Sales 
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by all MNC subsidiaries ara’ equivalent to’ one-third of the 


. 


OECD countries annual industrial speadeptonc Moreover, 

an increasingly large portion of world commodity trade is 
‘controlled by MNCs. In ‘1966, the latest year in which the data 
is available, sales by US-MNCs to their foreign affiliates 
totaled over $6.5 billion, or over 25% the total US non- 
agricultural exports in that year. 

22. When MNC presence in particular regions or countries 

is examined, their position is’ revealed as just as dominant, 


if not more so. Foreign MNCs in Canada, for example, own 


APE a 
es the assets of Canadian manufacturing enterprises. 
eae lie : 
; wake re nt 2 2 2 > 2 
| Piety, their dominance of certain industries in certain 


' « 


‘a . regions or countries is still greater. For example, about 80% 

. o£ the European computer market is controlled by foreign MNCs, 
the entire Belgian output of automobiles comes from foreign — 
MNC-controlled plants, and 85% of the French carbon black 


industry is foreign controlled. Table 4 presents the percentage 


of selected industries in various regions controlled by 
MNCs. 
The Global Impact of the MNC 


23. As the magnitude and pervasiveness of MNCs have 


_™~. 


grown, so have their impacts in the world economy. MNCs 
have affected most facets of the world econ mic system, 
by influencing trade flows, increasing capital mobility, 
speeding the processes of sage Umone Areweeteg worne and 
regional income and competitive conditions, and aiding the 
‘dissemination of new technology. 
Trade Flows ; ; 
24. MNCs have two primary, and counteracting, effects on 
world trade flows. On the one hand, the movement of the production 
facilities supplying a given foreign market from the soutce 
2.” The OECD Countries include most of the advanced countries 
in the world. They are: the United States, the United Kingdon, 
Belgium, West Germany, Luxembourd, Netherlands, Italy, Sweden, 


Norway, Tecland, Denmark, Ireland, Carada, Austria, Portugal, 
Spain, Gad) Switzerlend, Ja pan, Austratia, Mew Zen land, Frence, Greece, 
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“ egintry to that market displaces the trade in finished goods 
between the two countries as the goods begin to be produced 
by the new subsidiary in the market they are sold. On the 
other hand, the establishment b¢cpreductien facilities in a 
particular market may create or maintain a demand for the products 
that would not otherwise occur; an example of which are the 
US-MNCS automobile plants in Europe. To the extent this 
production uses components produced inthe source country of 
the investment trade flows are generated. : Ee 

25. MNCs also have other impacts on world trade. ‘The 

initiation of n2w or expanded operations in a host country 
almost always involves flows of capital equipment, generally 
from the source country, though sometimes from third countries. 
The higher host area incomes generated by MNC operations 
induce increased imports to that area. The changes in host i 
aredsS competitiveners induced by transfers of MNC technology 
and by certain marketing externalities associated with MNCs 
also have impacts on the direction of world trade. 


Capital Movements 
26. Although 4 major role of the MNC is the international 


transfer of real capital -- e.3., capital equipment, managerial 


talent, etc., it also has a significant impuct on international 


flows of financial capital. In a longer term context the 


development of the MNC has probably led to increased flows of 


long-term capital to finance the real capital flows. Most 
of the flows are from the source to the host country. During ; 
the. last half of the 1960s, US FDI abroad increased 11% annually. 
However the tendency of MNCs ‘to use debt financing in many — 
-investments has also led, especially in Europe, to the tapping 
of international credit markets. Both US and European MNCs 

. have, for example, made extensive use of the Eurobond fackoe 
(see Table 5). ieee 


The increases international investment by MNCs has 


also resulted in increased internationalization of ¢vnership 


"4 
we 


1 ‘ 


and accompanying higher inter-country flows of profits. eu 
| -10- % 
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» Profits remittances to the United States and United Kingdom, the 
leading source countries, increased at rates of 12% and 9%, 
- respectively in the last half of the 1960s. 
28. MNCs also have a major impact on the. short-term 
capital market, especially aueind poriods of international 
currency speculation: Payments for the many routine inter-~ 
national trade transactions undertaken by MNCs entail substantial 
short-term capital flows from one country. to another, but these 
. flows, to a large extent, are offsetting through payments being 
made in opposite directions. Nevertheless, in times of currency 
upheaval, to hedge against possible exchange-rate adjustments, 
MNCs move out of weak currencies and into strong ones. At 
these times, the short-term elews generated frequently are massive. 
It is estimated that US and foreign-controlled companies in the 
United States transferred dbroad over $10 pillion in short-term 
funds in 1971. Furthermore, a major portion of the inflow : 
ef funds that percipitated the Deutschemark float of May 
1971 were the result of MNC Eurodollar sales. 
World Output 
29. The effect of MNCs on the level of world output has 
undoubtedly been beneficial. They have ‘on an international . 
scale combined factors of production such as labor, capital, 
technology , and managerial ability in a manner that has reduced 
the costs of production and led to increased output. This 
role is of particular importance in cases where trade barriers 
have prevented commodity trade from achieving a full inter- 
national rationalization of production. For example, because 
of technological leads, it is probably relatively more efficient 
for International Business Machines (US) to produce computers 
for use in Europe. However, EC tariff barriers prevents the 
import of IDM computers at reasonable price levels, thus’ lowering 
world computer production. But, by exporting capital, technology, 
and skilled manpower to Eurdépe and producing computers there, 
MNCs are able to regain part of the output lost as a result of 
tariff barriers. 
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30. the impuct o£ MNCs on world competition is more 


ambiguous. On the one hand, it appears that MIC Operations have 


contributed to inercased competition by their investments in 
certain countries or regions, such as in Britain in the tire 


and fevergent industries. However, on a more global ‘scale, 


there is some evidence that MNCs may have inhibited competition. 


This is especially likely in the oil industry, where highly 
integrated and capital intensive production process and the 
control of all major sources of crude by a few multinational 


oll ‘firms have created an oligopoly structure in the world oil 


industry. 


Dissemination of Technology 


31. MNCs have played a major role in the dissemination of 


new technological innovations throughout the world. prior to 
the advent of the MNC and their inte ‘ational operations, new 
developments in technology were transmitted internationally 
velaeiveiy Slowly. Usually the form of transmission took the 
form of licensing or embodiment in end products. However, 

MNCs fairly quickly install new innovations directly throughout 
their worldwide operations, thus shortening the time needed 


for a new innovation to be installed world-wide. Moreover, the 


Ee Anat Bee ne ee oe .., technology in 


host countries contributes to the speed of imitation and adoption 


of the original innovation. | 
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Speed of Adjustment 


32. MNCs have contributed to an increase in the speed 
of response to changes in conditions in international markets. 
Most obviously in the sioreskern capital mac hewn ene speed and 
magnitude of flows that can be generated by MNCs have drastically $ 
shortened the length of time a disequilibrium position can 
continue. Moreover, it also appears as though MNCs have 
increased the rate-of response to changes in other markets. 
They are able to quickly alter the value of trade flows in 
vaepense to changes in tariffs, etc. by altering transfer prices, 


and their sophisticated financial departments enable them to. 


quickly take advantage of changes in interest rates, — 
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Host Country Impacts 


33. The expansion of MNC operations has led to several 
impacts on host countries. The impacts, of course vary from ’ 
country to country depending on the nature of the MNC invest- 
ment, but some delination of the general impacts are possible. 
The most controversial impact is on the ability of host country 
governments to implement policies, while other impacts are on 
levels of technology; balances of payments, and income and 
employment levels. - 

34. In most cases, MNCs tend to Limit the extent to 
which host country governments can implement national policies. 
Through their diversified international options MNCs can avoid 
dependence on the economy of any single country and thereby 
often circumvent the controls of individual national govern- 


ments, To illustrate, because Ford-Germany is only a small 


3. Transfer prices are set by the world he i 

i ; eS y 2 ade g upates = H 
at which intra-firm transfers are made. pceey Ae uhate 
insulation from the market, MNCs can alter their transfor prices 
to change trade valuations for purposes of minimizing the tariff 
cost and shifting profits within the mvc. 
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q | 7 4 epart of Pord-uS's international operations, attempts to 
: influcnce the former's actions by the German Government could 
“e i " meet with less success than would the same attempts 
directed at strictly German firms. Of ‘equal jinportance is 
the often conflicting goals of MNCs and nations. The MNCs 
tend to view their objectives and operations from a world-wide 


perspective while nations are concerned primarily with their 


individual welfare, This dichotomy often leads to actions by 
--MNCs that are undesirable from the standpoint of specific \ 


countries, as exemplified by choices of MNC to move a pro- 


| q ; duction plant from one country to another. 

35, The transfer of technology to subsidiaries by MNCs 
has directly aided productivity in host countries. Spin- 
offs to other industries and firms probably have indirect, 
but not insignificant, impacts on host country productivity. 
Moreover, the transfer of skilled Manpower, especially at the 
4 managerial level, generally benefits production processes in 


host countries. 


. 36. The extent to which the process of technology transfer 
is a benefit depends on the technology transferred and on the 
readiness of the hosc country to receive it. Thus, in many 
LDCs there are probably few spinoffs from a transfer of 
, ey. technology because there are no firms capable of making use | 

Of the technology. On the other hand, countries and firms 
with some technological expertise are able to readily adapt 
and use the spinoffs from the MNC. In the past, this latter 
og group has been primarily European countries and firms. 
37. The impact of MNCs on host country balances of : Pe 


Payments varies. On the one hand, they contribute positively 


to host balances of payments through capital inflows, on the 
Other hand, the remittance of profits to the parent company | 


has an adverse impact. The impact on trade balances vary 


according to the nature of the investment. MNC operations to 
exploit deposits of natural resources -- such as the oil 


reserves in the Mid East -- generally increase host country 
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ye.eyxports, while enieiiia imports by a smaller amount. MNC 
Prodticeton in a host country for sale in that country alternatively 
raise or lower exports as the production tents to retard 
or generate trade flows (see paragraph 24). Finally, MNC 
production . - which is sold outside of the host country -- 20% 
of all US-MNC subsidiary sales are outside of the host countries -- 
tend to increase component imports but increases exports 
of finished goods by a greater amount, usually the amount of 

the value added in the host country. NC activities in 

East Asia Sear eke US-Mexican border, which produce primarily 
for export, are examples of this latter type. 

_38. MNC subsidiary operations have a decidedly positive 
linpact on host country employment and income. It is estimated 
that MNCs employ upwards of 5 million persons in host countries. 
Although some MNC operations substitute for employment creation 
by host country firms, in most cases MNCs generate employment 
opportunities, especially in LDCs where the domestic job- 
creating capability is limited. MNCs generate host country 
incomes by wage and salary expenditures, purchase of host 
country goods and services, and through increased government 


expenditures made possible by tax revenues fxom MNCs. 


' Source Country Impacts 


e 


- = 39. The assessment of MNCs impact in source Guunerias 
-_SScaittex. The impact in the terms of reference of the MNCs 
“is: ‘tiddoubted ly positive; i.e., the net, after foreign and . 
source country taxes, increase in earnings more than offsets 

the costs of the foreign investments. However, the impact in 

the terms of reference of the entire source country is not so 
clear. 

40. The source country benefits from taxes on the 

remitted foreign earnings of MNCs as well as from the earnings 
themselves. However, to the extent that MNCs do not remit 
earnings to the source country, and that the source country tases 
only remitted carnings, the gain to the source country is 


mitigated. Most countries (including the United States) do 


-15- . 
rover For ie leas 3 ZOVATTOI28 = CIA-RDPBETOO6OBRO00600050001- We neem 


Ps ren 


proved For Release 2004/1 0/28 : CIA-RDP86T00608R000600050001-1 


Sees 


not tax unremitted earnings, and most MNCs remitt only about 
50% of their subsidiary earnings. 

"41. MNCs contribute to losses in technological leadership 
of the source country by their technology transfors. In the 
case of the United States, for ananoite it is highly likely 
that technological transfers by US-based MNCs have contri- 


buted to a more rapid rate of growth of technology abroad. 


During the leit part of the 1960s, productivity growth in 


Europe outstripped that in the United States by 2 to 1 while 


that in Japan was 5 times higher, The percentage of us 

patent application filed by foreiqners rose from 22% to 32% of deve 
42: MNCs also have impacts in the source country on 

balances of payments. They raise inflows of profit remittances _ 

and capital outflows. Their impact on trade flows is at 


present an undecided question. The direction in which the 


establishment of foreign subsidiary production -= as opposed 


Sthenemenninnmmemereends ae ee 


to exporting to serve a foreign market/affects the trade 
balance depends on what would have occurred in the alternate 
“piviabions If exporting is Sgtineaya fiawie aléernaive; then 
the institution of foreign production Yeplaces exports and 

= harms the trade balance. However, if it is assumed ave 


because of lower costs abroad foreign competition would take 


over the market, the foreign investment acts ie preserve the 
* trade balance. — _ 

43. Closely related to the impact of MNCs on the ‘source 
country trade balance is its affect on employment, for if 
MNCs dower exports, they adversely affect employ- 
ment. If they raise or preserve exports, employment is 
benefitted. This issue, the most controversial aspect of the 


MNC in the United States, is also unresolved. Undoubtedly 


MNC foreign operationsdisplace, on a sectoral basis, some US 


jobs, but it is not clear if the long-run over-all 


s i 


impact is negative. “ 
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Size Keusures of VS-iCs and 


other US firms 


t 


107 Mics 


Sales per firn 196 
millions of dollars 927 03 


Enployees per enterprisn 
196), 35,800 


Plants in US por 
enterprise, 196) 16 


Table 2 


Estimated Worldwide FDI Stock at the end of 
1970, Classified by Source Country 


(billions US) 


Source Country FDI Stack 
United States 78.2 
CAMA United Kingdon 2207 
France * | ano 
Switzerland a “6.8 
West Germary * 566 
Netherlands * 6.1 
Canada h.9 
Italy * Soh 
Sweden 203 
Belgium * 202 
Japan : 1.7 
South Africa *** 1.2 
Australia 0.6 
Portuzal O21 
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Fortune 500 
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# Totals for FDI by the 


, Buropean Corrunity countric 


include cross-fronticr 
investments within the 
Cormunity 


tt A significant, though 
umatermined agers or the 
FMI credited to & eri brerdens 
actually originates in ot 
countries and merely trans: 
through Switcerlend, larze: 
for tax purposes 


wut Excludes investment in 
South West.Africa ( 
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Table 3 
US FDI, by percentaye sharos 
of industries ent arens, scolectcu noot-war years 


~ (a) 
Industries : 
19,6 . 1957 1965 : 1979 
Manufacturing 33 32 39 42 | 
Potrolow: 19 36 31 28 : 
Nining/Sealting 1 9 8 8 
Other i 37 23. 22 22 
Total “100 “105 I00 “I65 
(b) 
Areas 
Conada 35 34 
Latin America 43 32 
Europe ; 14 16 
Other ; 8 18 
: . Too “Ibo 


Totel 


Table | 
' Sales of Subsidiarics of US4'NCa, as a porcontase 
ot total, Selected Gounteied end Inrdustrics 


food * papor | primary non-dlec. eloc | 

‘ products products chemicals rubber motals machinery mechi.! 

‘ t 

Caneda 22 43 50 72 25 100 69 | 


Latin America 8 18 28 58 20 ee = 


UK and Zurope 3 1: 6. 13 2 10 9 


transport 
equipment 1 


Canada 100 . 


atin Anorica ‘ - 
UK and Europe’ 13 


Table 5 
Euro-bond Issues br 
“Category of Eorro:ier, 1? 87=71 
(pillions §) 4 


:1967 1968 1969 1970 1971 


US companies 562 2096 1005 71 1099 
Other companies 575 693 817 1065 “1119 
. Ztate enternrises * Iho 39 682 59k 838 
Goverm:ents 303 S00 584 351 79 
Internetione! Or-anicat‘.ons 120 25 : 68 215 8 
Total BOVE . 3573 3156 2566 362n 
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